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the KNOWN tactor 


Ask people what the “unknown factor” is 

and you get a variety of answers... 
everything from “what goes on behind the 

iron curtain” to Einstein’s theory of relativity. 
Mention the “KNOWN Factor” to CPA friends 
these days and a surprisingly large number 

say, “That’s FORTUNE FACTORS, Inc.!” 
Over the years we’ve become known to many 
in the accounting profession for the skilled way 
in which we help their clients. For example... 


FORTUNE provides Personalized Service. 


The telephone company’s phrase, 
“person-to-person,” describes the way 

in which we work with clients. 
Business-like methods and friendly interest 
have a way of getting things done. 


FORTUNE provides Fast Service. 

In a Factor-Client relationship, speed 
can often make the difference between a 
season’s profit or loss. We provide 

fast action at all times. 

FORTUNE provides Knowledge. 
Working capital problem? Inventory 
problem? Credit problem? Collection 
problem? You name it... our years of 
business know-how have given us the 
right answers, and they’re always 
available to clients! 

A good Factor to recommend is... 


Fortune = 
Factors, inc. 


1441 Broadway, 
New York 18, N. Y. 
Wlsconsin 7-5600 


A phone call or note to our New Accounts Dept. 
will bring an executive to your office. Confi- 
dentially, and without obligation, of course. 













AN ADIRONDACK VIE\/ 








Boys. June, as usual, was College Com- 
mencement time. It’s fun to go back to. the 
old school and see the new dorm—or the 
new lab—or what have you? 


It’s fun to see the fellows you have not 
seen for 10 - 20 - 30 - 40 years - 50 years 
to a few of you. It’s fun to listen to the 
speakers’ old stories, in new versions, and { 
hear some new ones. 


The best new one we heard was about a 
boy. He was 8 years old. One night his 
father came home, as usual; had dinner, as 
usual; was tired, as usual; sat down to read, 
as usual; and his boy started to ask him 
questions—also, as usual. 


After a while dad got fed up, scratched 
his head, and wiggled his ears, to think of 
something to keep his son busy. He spotted 
a map of the world on a large sheet; he 
showed it to the boy, folded it, then tore it 
into many pieces. He then suggested that 
it would be a fine puzzle to put it together 
again—and sat down for an hour’s reading. 


About ten minutes later the boy reported 
that it was all done. The father was as- 
tonished and asked how he had done it. 

The boy replied, “Well, Dad, I saw that 
there was a boy on the back, and I knew 
that if I put the boy together right, the 
world would be all right.” 


Leonard Houcurion, C.P.A. 
“Adirondack Chapter” 





CERTIFIED 
INSURANCE AUDITS 


The proper way to confirm the 
adequacy, economy and efficiency 
of business insurance programs 
and procedures. Personal service 
by a recognized expert. 


JEROME S. MILLER & CO. 


116 John Street New York 38 
BArclay 7-2572 














APPRAISALS 


NATIONAL ORGANIZATION OF APPRAISAL ENGINEEDS 


STANDARD APPRAISAL COMPANY 





PITTSBURGH 6 CHURCH STREET ATLANT 
Boer peLPHIA. NEW YORK,N. Y. 47.10 
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A Cost Accounting Manual For Frozen 
Food Packers 


3y a committee of industry representa- 
tives of the NATIONAL ASSOCIATION OF 
FrozEN Foop Packers, Washington, D. C., 
1954. Pages: ix + 84; $10.00. 


Just about a year ago, General Foods’ 
Birds Eye Frosted Foods division celebrated 
its twenty-fifth anniversary. Birds Eye was 
a pioneer in the industry in 1929 and today 
there are more than 1,300 companies in the 
field. Americans will consume some 6,500 
million pounds of frozen foods this year 
totaling 700 different items. By 1959, it is 
estimated that annual sales will exceed $5, 000 
million. This rapid growth has and will 
continue to affect related food industries as 
well.as home freezer and display cabinet 
production, warehousing, and transportation. 
Finally, the significant role of advertising 
in the development of the industry must be 
stressed, with many packers currently spend- 
ing between 5% and 7% of sales in ad- 
vertising. 

The growth pattern 
typical of many others 
initial task was one of educating the public 
to the advantages of the product. Once it 
caught on, many new packers appeared on 
the scene. The industry experienced a per- 
iod of readjustment from 1944 to 1949, and 
has continued to make rapid strides since. 
The appearance of a cost manual prepared 
by the National Association of Frozen Food 
Packers is indeed a sign of maturity. 

In presenting the manual, ‘the Association 
sought to make available a method for com- 
puting total unit costs which while simple 


of this industry is 
in this country. The 





to operate would yield reliable results. This 
system as presented is apparently widely 
used in the industry and in the opinion of 
the authors may well be the basis for a uni- 
form cost accounting system for frozen food 
packers. 

Beginning with a detailed chart of ac- 
counts, manufacturing, storage and ware- 
house, direct selling, general selling, finan- 
cial, and administrative expense accounts are 
reviewed in detail. There is then set forth 
the method whereby the total cost or ex- 
pense collected in the accounts is applied to 
product and each item of product (item is 
defined as “each combination of style, pack- 
age size, case size, grade, and label of a 
product”). This is followed by sections 
devoted to cost statement, cost controls and 
the problems of inventory valuation. Detailed 
illustrations are submitted to aid in ex- 
plaining the system. 

The heart of any cost system is the 
method used for applying costs to units. 
The authors of this Manual face the prob- 
lem of allocating joint costs to units of 
product. This includes allocation to different 
packs, different grades, etc. This Manual 
suggests the use of “Factors of Relation- 
ship” in making these allocations. The 
method requires a predetermination of cost 
per cwt. of product based on past experi- 
ence, time study, standard cost, etc. The 
item of largest volume is considered the 
“Basic Item” and is assigned a factor of 
1.00. The estimated cost for each other 
item is divided by the estimated cost of the 
“Basic Item” to produce a “Factor of Re- 
lationship” for each other item. Once de- 
rived, the factors are then used to allocate 
costs as is illustrated in the following table: 


( 


(1) (2) (3) (4) (5) 
Pack Finished Factors of Basic Pounds — Allocated Unit Cost 
Pounds Relationship Packed ost Per Cwt. Packed 
Packed Chyse:€2) (3) x .00745 (4) + (1) 
24/10 oz. 100,000 1.00 100,000 $ 745.00 $.7450 
12/ 2% # 20,000 95 19,000 141.55 .7078 
6/5 # 20,000 85 17,000 126.65 .6333 
60 # 50,000 .20 10,000 74.50 .1490 
190,000 146,000 $1,087.70 
Total Dollar Expense $1,087.70 
Cost per Basic Ttem 
$1,087.70 + 146,000 = .7450 ewt. 
(Continued on page 382) 
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(Continued from page 381) 


The method just described is used in al- 
locating direct labor cost for ern ly a 
paring, filling and packaging the product as 
well as raw product and packaging mz terials 
cost. Allowance is made for difference in 
grade by reference to market gee differen- 
tials. Superintendence, indirect labor, pay- 
roll taxes and compensation insurance are 
allocated on the basis of direct labor dollars 
while factory burden is applied on the basis 
of total direct costs. 

Direct selling expenses ee and 
field selling) are allocated on the basis of 
an estimated annual percentage of sales as 
are financial, administrative and general sell- 
ing expenses. 

This Manual stresses the need for con- 
trolling direct costs of manufacturing by 
relating actual costs with estimates or stand- 
ard and submits illustrations of such com- 
parisons. 

The system developed in this Manual is 
certainly an excellent start and does meet 
the objectives set by’the Association for a 
concise, simple, yet adequate cost system. 
It is hoped that future revisions will review 
the method of allocating indirect factory 
costs. In the light of the increasing signi- 
ficance of marketing costs it is hoped that 
more attention would be devoted to the anal- 
ysis and control of these costs beyond their 
allocation on sales dollar basis. Finally, it 
would be well to inquire into the suitability 
of marginal costing techniques in addition 
to the average costing approach suggested in 
this manual. 


MICHAEL SCHIFF 


Graduate School of Business Administration 
New York University 


The Rubel System of Accounting Manage- 
ment and Office Procedures for Advertis- 
ing Agencies (Vol. I, II, III, IV, and V) 


By Ira W. Rubel. Printers’ INK Pus- 

LISHING COMPANY, INC, New York, 

N. Y., 1955. Pages: xlv + 256; $75.00. 

This publication is more than a book. It 
is rather, as its title implies, a system of 
accounting management and office procedures 
for advertising agencies. The physical ar- 
rangement is fairly significant encompassing 
in a single leather looseleaf binder with 
snap-over cover five separately bound vol- 
umes, each dealing with a different part of 
the general subject matter. These five 
volumes deal respectively with media, pro- 
duction, billing and paying, general account- 
ing records and cost accounting and budget- 


382 


ing. Each volume contains the same general 
preface and complete index for all volumes 
as well as a separate table of contents and 
illustrations applicable to each volume. In- 
terspersed throughout the text are 156 sepa- 
rate pages of illustrative forms. Several 
blank pages are appended to each volume 
with an invitation to the user to attach copies 
of his own forms relating to the subject 
matter. 

It is impossible to treat this kind of sub- 
jéct matter on a completely non-technical 
basis. Nevertheless, as indicated by the 
author in the general preface, this is not a 
technical accounting manual but is presented 
in fairly simple terms primarily for the 
benefit of the advertising industry, all levels 
and departments of advertising agencies, 
public accountants and students of account- 
ing. In some respects, this publication is a 
greatly enlarged sequel to the author’s con- 
densed book published in 1948 under the 
title of “Advertising Agency Financial Man- 
agement and Accounting”. 


Many agency accounting and media _ per- 
sonnel should welcome the volume dealing 
with media because there is very little avail- 
able published material on the extensive im- 
portant paper work of this department of an 
agency. As in the rest of the system, the 
many illustrative forms include a preferred 
one with suggested alternatives for varying 
circumstances. For each of the many differ- 
ent kinds of media, the author discusses and 
illustrates such documents as estimates, in- 
sertion orders and contracts. He also sug- 
gests a combination of all three documents 
in a single form. 

A much needed discussion of clients’ ad- 
vertising budgets and their control by an 
agency adds real value to this volume. I 
regret, however, that the author did not 
discuss the great need for proper organiza- 
tion and integration of the paper work ina 
Media Department, particularly of larger 
agencies. 

The volume on production covers such 
documentation as time records, production 
orders, purchase orders and talent requisi- 
tions. In order to be self-contained, the 
volume also repeats some of the discussion 
of production billing, paying and accounting 
control also mentioned in the separate volume 
on billing and paying. The contents of the 
latter volume are fairly obvious dealing with 
specific methods of billing, paying and ac- 
counting for newspapers, magazines, radio 
and television, production and other forms 
of advertising, each of which pose their own 
peculiar requirements. Like Rubel’s previ- 
ous book, the sections on general accounting 
records and cost accounting are predicated 


(Continued on page 383) 
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(Continued from page 382) 


on his theory that detailed accounti:1g 
records should be maintained covering the 
operations for each client. This system 
permits the determination of the profit or 
loss realized from each account which is 
integrated into the summary accounting 
records and reports for the agency as a 
whole. An innovation presented in the 
yolume on cost accounting and budgeting is 
the suggestion of a service control plan 
which, in effect, involves the detailed budget- 
ing of estimated income and agency expendi- 
tures applicable to each client with a-subse- 
quent comparison of actual results. This 
system might be highly desirable in a smaller 
agency, most of whose clients have small 
appropriations. In my opinion, the detailed 
clerical work involved would not ordinarily 
be justified for a large agency, most of 
whose accounts have substantial budgets. 
There is a growing recognition by agency 
management, clients and the general public 
of the importance of the financial manage- 
ment function of advertising agencies, par- 
ticularly in view of the magnitude of pre- 
sent-day advertising and the nature of 
agency operations. Except for Rubel’s 
earlier book and an increasing appearance 
of magazine articles there is a real dearth 
of published material on the financial and 
accounting aspects of the agency operation. 
The Rubel System, therefore, which draws 
on some 25 years of experience in develop- 
ing and installing accounting systems for 
advertising agencies, will naturally add ma- 
terially to this stock of literature. Naturally, 
no single publication can completely cover 
the entirety of a vast subject like this. 
Possibly for this reason, the emphasis seems 
to be on smaller agencies with little mech- 
anization and simpler organizations. To be 
more applicable to larger agencies, the sys- 
ten should have a fairly extensive intro- 
duction dealing with agency organization and 
the interrelation of departments. The dis- 
cussion and illustrations would also have to 
give more recognition to the many variations 
and complicatieus faced in actual practice. 
There would also have to be more discussion 
of mechanized equipment, including the 
punched-card tabulating variety, and less 
emphasis on detailed handwritten records. 
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SUPPLYING 


ACCOUNTANTS 


FREE SERVICE 
TO EMPLOYERS 


CONTROLLERS 


EXECUTIVES 


ROBERT 


HALF 


PERSONNEL AGENCIES 


130 WEST 42no ST., 
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swine 
Accountants 


& Auditors 
Agency 


18 East 41st Street 
New York 17, N. Y. 
MUrray Hill 3-0290 


The 

Employment Agency 
Exclusively for 
Accounting 


Personnel 


Certified Public Accountants 
Senior Accountants 
Junior Accountants 
Supervising Seniors 
Cost Accountants 
Internal Auditors 
Payroll Auditors 
Accounting Clerks 
Tax Accountants 
Budget Directors 
Field Auditors 
Systems Men 
Controllers 
Treasurers 









When writing to 


BUSINESS AND PERSON NEL 
OPPORTUNITIES 
Help Wanted: 20¢ a word, minimw.1 $5.00, 
Situations Wanted: 
Business Opportunities: 15¢ a word, minimum $3,0 
Box number, if used, counts as three words, 
Closing Date—15th of month preceding ate of 


publication. 
BUSINESS OPPORTUNITIES 


Mail and Telephone Service: Desk provided 
for interviewing. $6.00 per month, Directory 
Listing. Modern Business Service, 505 Fifti 
Avenue (42nd Street). 


Attention Mr. Accountant 

Save Time, Money and Energy 
TAX RETURNS REPRODUCED in 
Form Acceptable by Federal and State 
REPORTS TYPED Accurately and Attrac- 
tively! Thoroughly checked. LILLIAN 
SAPADIN, 501 Fifth Avenue, MUrray Hill 
2-5346. 


C.P.A. well established, with very diversified 
practice, will , purchase individual clients or 
medium size practice. % xcellent Terms. Box 


861, New York C.P.A 


Office facilities available with established 
practitioner, Wall Street area. Possible fu- 
ture association. Box 862, New York C. P.A 


(¢ ontinued on page 385) 
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FOREIGN EMPLOYMENT 
METHODS ACCOUNTANT 


Graduate Accountant with minimum of 8 
years’ experience in supervisory accounting or 
finance and organization work including broad 
experience in methods and procedures, famili- 
arity with the industrial engineering approach 
to accounting and clerical problems, applica: 
tion of statistical quality controls and establish: 


ment of standards. 


Salary commensurate with background and 
experience. Write giving full particulars re- 
garding personal history and work experience. 
Please include telephone number. 


Recruiting Supervisor, Box 62 


ARABIAN AMERICAN 
OIL COMPANY 


505 Park Avenue 
New York 22, New York 
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BUSINESS AND PERSONNEL 
OPPORTUNITIES 


Continued from page 384) 


BUSINESS OPPORTUNITIES 


C.P.A. seeks to purchase individual accounts, 
gnall practice or interest therein, within 100 
} Box 866, New York C.P.A. 


miles of N.Y.C. 


CPA, having approx. $20,000 gross, seeks 
lignified office quarters to share with an- 
ther CPA leading to possible partnership. 
Rox 867, New York C.P.A. 
SITUATIONS WANTED 

Work At Home 
Comptometrist—own_ machine. _ Diversified 
experience with C.P.A. specializing inven- 


tories. Will pick up, deliver. Lillian Young, 


NA 8-8884 


C.P.A.—Attorney, age 32, Heavy Tax Ex- 
perience, seeks per diem arrangement with 
overburdened C.P.A. located in N.Y.C. Box 
863, New York C.P.A. 


C.P.A., age 40, 20 years public experience in 
ll phases of accounting, with emphasis on 
institutions, nonprofits, fund raising, hospi- 
tals, investments, funds, real estate. Seeking 
part-time or per diem work. Box 864, New 
York C.P.A. 


C.P.A.—tax specialist—eight years, with Tax 
Department C.P.A. firm, seeks change, Sal- 
ary $7,000 per annum. Box 865, New York 


C.P.A. 


Accountants, Bookkeepers, Controllers, Office 
Managers, Executives—no charge to em- 
ployer—BOOKKEEPERS & ACCOUNT- 
ANTS AGENCY, 130 West 42, LOngacre 
3-7078, Extension 3. 


“p . att - ° - ; : 
CPA; attorney; graduate study in taxes; 


eight years diversified experience; seeks po- 
sition with tax department of firm or corpo- 


ration. Box 868, New York C.P.A. 





NEED HELP? 


e 
«y can help you sec" 
Dependable 


Hard-to-get 
Personnel” 
























We've been 
ie serving thousands 


Wm. Schnuer, BBA, MBA of fine firms 
Licensee since 1939 


time 
want 


Accountants! Why spend valuable 
looking for the man or woman you 
either for your own office or for your 
clients?) Why waste time and money read- 
ing hundreds of letters of application and 
interviewing and screening many job 
applicants? 


We Can Do It For You 
Discreetly and Quickly! 


From the hundreds of highly qualified ap- 
plicants in our active files, we carefully 
screen the man or woman best suited to fill 
the job. Our interviewers are educated and 
experienced in personnel and accounting. 
You can depend on us to do a professional 
job. 


¢ COMPTROLLERS ¢ BOOKKEEPERS 

¢ OFFICE MANAGERS Full Charge 

e ACCOUNTANTS Assistants 
C.P.A.’s e SECRETARIES 
Seniors, Semi-Srs. °¢ STENOGRAPHERS 
Juniors e TYPISTS 

@ EXECUTIVES e CLERKS 














PROMPT SERVICE 


Call 
BR 9- 


1664 


Wm. Schnuer 


Licensee 






Shirley Schnuer 
Licensee 





EMPLOYMENT AGENCY 


220 W. 42nd St. © New York 36 
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3 % Per Year 


4 Savings Dividend 


ON FUNDS 
WHICH MAY 
NOW BE 
LYING IDLE 


CORPORATION OFFICERS often. look for 
places where they can invest surplus 
funds, trustee funds, funds for deprecia- 
tion, self-insurance funds, reserves for 
taxes, lease deposits, etc. 

A NINTH FEDERAL Corporate Fund 
Account provides security of principal, 
availability and reasonable return. (Sav- 
ings dividend at 2% % per year, cred- 
ited semi-annually.) To conserve divi- 
dends, passbook loans are available. Up 
to $10,000 insurance per account by 
Federal Savings and Loan Insurance Cor- 
poration. As many accounts as desired 
may be fully insured if held in trust for 
different beneficiaries. For example: 
lease deposits held in trust for tenants. 


DESCRIPTIVE FOLDER CP-4 is waiting for you. Phone 
or write Edgar R. Tostevin, Vice-President, or visi! 
any of our three convenient Savings Centers. 











Provide funds for your 
clients through our 


service! | 














Binding 
THE NEW YORK CERTIFIED 
PUBLIC ACCOUNTANT 


When the magazines constituting the 
volume are supplied by the subscriber 
the binding charge is $3.25, plus 3% 
N.Y.C. sales tax. Each bound volume 
includes twelve issues. 
* 

Bound in brown fabric with title, dates 
and volume number stamped in gold. 


& 
Missing numbers will be supplied, if 
obtainable, at 50 cents each. 

* 
Binding orders and the magazines to 
be bound should be mailed or de- 
livered to 

THE NEW YORK STATE SOCIETY OF 


CERTIFIED PUBLIC ACCOUNTANTS 
677 Fifth Avenue 
New York 22, N. Y. 


—— 
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On Whom Lies the Burden of Proof? 


¢ disturbs me to hear so much talk 
I regarding the CPA’s defense of his 
right to continue his long-established 
practice in the field of Taxation. Have 
we not confused cause and effect? Are 
not questions regarding our rights in 
the field of tax practice only the 
effects? Are not the basic causes 
doubts which exist regarding restric- 
tions on the practice of law? It seems to 
me that “solutions” of the effects will 
inescapably be more apparent than real 
(some say this is true of the Statement 
of Principles). Do we not have to go 
back to causes to find real and endur- 
ing solutions? Should we not therefore 
re-examine restrictions on the practice 
of law in the light of conditions as 
they are in 1955? 


“ 


I would like to start my own re- 
examination of this subject by stating 
that I do not see how Certified Public 
Accountants, as professional men, ¢an 
fail to be wholeheartedly in favor of 
protection of the public through proper 
restrictions upon professional practice. 
Moreover, I think we should be pre- 
pared to support our sister professions 
in the maintenance of those restric- 
tions. It seems to me, however, that 
any restriction must always meet three 
essential tests if it is to enjoy continu- 
ing public support. 


(a) It must be clear to all that the re- 
striction is solely in the public 
interest and not tainted with the 
slightest suspicion of self interest. 
This is a difficult test to meet, for 


1955 


(b) 


the public is fickle and not as well 
informed on these matters as we 
are. It is perhaps overly cynical. 
It is not accustomed to the high 
degree of idealism with which a 
professional man views his prac- 
tice. There is, moreover, a na- 
tional distaste for restrictions in 


the free movement of the in- 
dividual in his social and 
economic life. These difficulties 


would seem to make it apparent, 


therefore, that only by “leaning 
over backwards” in their conduct 
and approach can our lawyer 


friends hope to be convincing to 
the public on this point. 


The restriction must be clearly 
defined. Herein lies a problem 
that must give thoughtful lawyers 
real concern. It probably lies at 
the root of the tax controversy. 
We are so accustomed to the legal 
habit in both legislation and the 
drafting of agreements, of start- 
ing with a set of definitions, so 
that all parties shall know what 
they are talking about, that it is 
nothing short of amazing to find 
no such clarity of definition in 
connection with what constitutes 
the practice of law. I believe that 
this serious defect is one that will 
cause increasing embarrassment to 
lawyers if it is not corrected. 


The restriction must meet current 


The law is no longer 
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conditions. 
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a minor accessory to our business 
and social life. It permeates every 
nook and cranny of our modern 
life and economy. Restriction with 
respect to law practice in an im- 
mature economy affected very few 
of the public. Today, in a highly 
expanded economy, it is far-reach- 
ing. Here perhaps lies the real 
dilemma with which the lawyer is 
faced in connection with definition 
of legal practice. Only an ex- 
tremely narrow definition can fail 
to incite opposition. That oppos- 
sition will come from many who 
will feel that their right and 
ability to serve the public have 
stood the acid test of years of 


acceptance. This type of opposi- 
tion might well increase dispro- 
portionately as the definition is 
expanded. 


These seem to be the lawyers’ prob- 
lems rather than ours. The burden of 
proof would appear to rest on them. I 
strongly suspect, however, that to the 
extent that we are able to help the Par, 
with the large majority of whom we 
have always had most amicable rela- 
tion, in solving these problems, we shall 
find that our differences with relatively 
few lawyers as to Tax Practice, will 
cease to exist for lack of cause. 


Haroitp R. CAFFryn 
President 
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Government’s Challenge to the Profession 


By JoserpH CAMPBELL, C.P.A. 


This address by the Comptroller General of the United States 
traces the broad scope of government fiscal affairs and outlines the 
organization and activities of the General Accounting Office. In 
connection with the second of two major objectives of the imme- 
diate future—greater service to the legislative branch, and the 
recruitment of qualified accounting personnel—a plea is made 
by him for (1) assistance in securing CPA experience credit for 
acceptable governmental accounting service and (2) cooperation 


in a “lend-lease” 


F I allow myself, tonight, the privi- 

lege of admitting nostalgia, I know 
that you as New Yorkers will under- 
stand, and that those among you who 
have found themselves in Washington 
for any period of time will doubly ap- 
preciate my feelings at this moment. 

It is one thing to serve a consulting 
stitch or even a year or two at the seat 
of Government. It is quite another to 
look toward many years of almost 
complete separation from our beloved 





JosEPH CAMPBELL, C.P.A., is the 
Comptroller General of the United 
States. Prior thereto he served as 
a member of the United States 
Atomic Energy Commission from 
July, 1953, to November, 1954. Be- 
fore entering the Government’s ser- 
vice, he was treasurer and vice 
president of Columbia University 
where he had been since 1941. 
Previously, Mr. Campbell had been 
engaged in the public practice of ac- 
countancy for seventeen years,’ as- 
sociated with Lingley, Baird & 
Dixon, R. T. Lingley & Company, 
and Joseph Campbell and Company. 
He has an A.B. degree frorii Colum- 
bia University and an LL.D. from 
Colgate University. 

This address was delivered by 
Mr. Campbell on June 7, 1955, at 
the banquet of the Twenty-second 
Annual Conference of the New 
York State Society of Certified 
Public Accountants, held at Pocono 
Manor Inn, Pocono Manor, Pa. 
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arrangement for top-flight accounting personnel. 


Empire State and from the wonderful 
City in which I was born, educated and 
worked until July, 1953, when I was 
called to the United States Atomic 
Energy Commission for what appeared 
to be a year or two. 

Now I am embarked. upon another 
venture—another effort—which cannot 
be accomplished in months or in a few 
years. I expect that soon all my past 
business associations will fade back 
and be lost to view. I am happy that 
it is not required that my interest in 
this Society and the profession shall 
also cease. 

I am happy, too, that if an account- 
ant is to be in my post, he should 
fittingly be from among you who have 
been the great leaders in this profes- 
sion since your founding 58 years ago. 

The famous names among us when 
I was a young apprentice at 120 
Broadway, Manhattan, 30 years ago, 
have passed from your rolls one by 
one. They were truly eminent citizens, 
well aware of their obligations to the 
public, to Government, to State and to 
City; and devoted to our profession. 
They were skillful and able—they real- 
ized too well the need in Government 
for our kind of training but as you 
well know there were powerful forces 
to prevent these men from reaching 
into the problem until it may well have 
been too late. 

Washington had no attraction for 
them as it has no attraction for you, 
their successors. The pageantry, the 
pomp of ceremony and the wish for 


389 














Government's Challenge to the Profession 


power are far removed from the think- 
ing of anyone concerned with “the 
things that are Caesar’s”. Ours is not 
a social contest nor can we be im- 
presarios in a daily public show. 

This evening I might have chosen to 
speak to you on the lighter side of 
affairs—something of the great public 
figures today guiding our destinies—or 
perhaps of travels in remote places in 
course of the past two years. This, 
however, would be quite out of char- 
acter and a waste of your hard-earned 
holiday, more of which I certainly 
would enjoy sharing with you. In- 
stead, I am here to tell you how goes 
the battle which is yours as well 
mine. 





The Dockery Act (1894)— 
the Forerunner of the GAO 


To place matters in perspective, so 
that we can intelligently discuss how 
we stand and whence we are moving, 
I call to your mind that just three 
years before the Society was estab- 
lished, there was enacted the now ob- 
scure Dockery Act, designed to expe- 
dite audit of Government accounts and 
to establish the forerunner of the pre- 
sent United States General Account- 
ing Office. In that year, 1894, annual 
Government expenditures were about 
$380 million and the disclosed debt 
amounted to approximately one billion. 

The Society seems to have pros- 
pered, at times slowly and then swiftly 
over its first 50 years. Not surprising- 
ly, there appears to be in that growth, 
some strong relation to the increase 
in Government expenditures and the 
national debt. In those fifty years, you 
had just about all you could hz indle in 
industrial and commercial demands. 
Further there was an evident, shall we 
say shyness, on the part of Govern- 
ment with respect to a full-scale pro- 
fessional accounting approach to its 
fiscal problems. It was not until the 
year 1945 (annual outlay $73 billion 
public debt $259 billion) that the pro- 
fession began to make an impression 
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and the bookkeeper began to give way 
to the trained accountant in a really 
noticeable fashion. 

Whatever the cause, the fact is gen- 
erally admitted that inestimable finan- 
cial harm was done in the failure on 
both sides to appreciate that one day 
the Government’s fiscal affairs would 
be the major concern in the operation 
of practically every sole proprietorship, 
partnership and corporation in_ this 
land of ours, whether or not directly 
involved in Government activities. 


The Role of the Accountant in 
Government Service 


Now we are engaged in something 
approaching another chance at proving 


what can be done. Basically, our 
greatest weakness is in the evident 


fact that the profession lacks a tradi- 
tion of public: service and as a com- 
parison I refer you to the lawyers. 
If you have any doubt of this, I point 
to the record of the recent hearing on 
my own appointment. Sincerely, force- 
fully and I believe honestly, a very 
convincing argument was made and the 
entire basis for it was simply and 
purely “tradition”. I wish you to know 
that I respect that argument because 
a tradition, such as that, is a fine thing 
—not easily come by and not without 
certain personal and financial sacrifices. 

After 58 years the Society for ex- 
ample has not made this an issue and 
in the 60 years since passage of the 
Dockery Act, there remains today a 
startling ignorance among those out- 
side Government—and too many with- 
in—of the all important, vital roles of 
accountants in Government, the hard 
core of whom are in the Office which 
it is now my privilege to serve. 

The American Institute of Account- 
ants and other professional societies 
have attempted to focus public atten- 
tion on this problem. I do not think 
much has been gained. Perhaps our 
course should now be altered. and we 
should begin to use our best efforts on 
our own associates, particularly the 
younger men and women. 
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Perhaps, also, we might be allowed 
some self-interest and view this sug- 
gestion in the light of the past loss to 
the profession and what may be the 
loss in the future. 

Caught without proper help, without 
a really full-grown interest on the part 
of accountants, generally, it was en- 
tirely natural for the departments and 
agencies and even the Congress to re- 
sort to stop-gap surveys, studies and 
examinations, a few by professional 
accountants and firms but largely by 
management organizations, efficiency 
engineers, lawyers and other individ- 
uals willing and able to go to work. 

[ believe that much of this—most 
of it—could have been avoided if, in 
the Twenties, our profession had be- 
gun to feed into the fiscal offices of 
Government, young men to devote 
even a few years to that service. This, 
of course, was not done and I think 
it is entirely fair to state that, in gen- 
eral, we discouraged rather than en- 
couraged it. As I remember, the dis- 
couragement was principally on the 
basis that little was to bé learned in 
Washington. 

Let us now lay away that ghost. 
Until 1953 I was, successively, a staff 
member, a partner and finally an em- 
ployer, in a sizable way, of accounting 
firms. I assume there has been no 
startling change in affairs since then, 
so | venture this opinion. If either 
industry or the profession wants young 
accountants with a training far beyond 
what you can possibly afford, you will 
continue to do exactly what you are 
doing and what I intend to prevent, if 
possible. More and more of our staff 
are being persuaded to leave Govern- 
ment with promises of more compensa- 
tion and more opportunities. We are 
proud of this because in a backhanded 
way we are being told that these in- 
dividuals have the goods — and they 
certainly have. 


Broad Scope of Government 
Fiscal Affairs 


Well, that’s the outgo. Now what of 
£955 


the intake? We are stepping up our 
efforts in the schools, colleges and uni- 
versities—we are finding some unap- 
preciated souls in industry and now 
and then an intelligent far-sighted 
young man sees what the profession 
apparently does not comprehend. 

He wants diversity, the feel of large 
transactions, perhaps travel, but taken 
together he sees an opportunity to ob- 
tain an over-all first hand view of a 
Government operation unparalleled in 
the financial history of the world. 

He foliows legislation frequently 
from the planning stage through to en- 
actment and then on to operation, 
whether it relates to the Canal Zone, 
the Military, Foreign Aid or any of 
the thousand or more areas in which 
the General Accounting Office must 
function. 

I say without qualification, that any 
man or woman, sitting for degree ex- 
aminations today, should be required 
to possess a general knowledge of Gov- 
ernment fiscal affairs. I know this 
sounds like treason to many of us 
here, but you may as well face up to 
it and as soon as it can gracefully be 
done. The recognition of Government 
training, under proper supervision, as 
fulfilling State degree requirements is 
long overdue. I would go beyond by 
strongly urging a requirement that 
some reasonable period of Govern- 
ment service be made mandatory. 

The medical profession long since 
accepted the principle of public service 
through internships. The legal pro- 
fession has established a_ tradition 
which is now akin to compulsion. We 
must follow in the natural course. 

You now have men in Government, 
too few to be sure, in whom you have 
professional confidence. I think of 
Percival Brundage who, as Deputy 
Director of the Budget, is doing a 
magnificent job, applying thereto all of 
his fineness, his, long experience and 
understanding — a splendid example 
for all of us. I also speak of Coleman 
Andrews and I need not attempt to 
tell you what you well know; he is a 
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public servant of whom his profession 
can be very proud. The leadership of 
such competent men as these should be 
sufficient to reassure the examining 
boards that all qualifications of experi- 
ence will be fully met. 


The Organization and Activities 

of the GAO 

The Congress of the United States, 
in establishing the General Accounting 
Office, intended it to be a source of 
information in the consideration of 
funds necessary to carry out the func- 
tions of the Government and, in so 
doing, the Office was to be used as an 
effective weapon in combating waste 
and inefficiency. In simple terms, the 
Office would be fully and adequately 
performing its function if, through its 
review of agency operations which go 
beyond the accounts, it could establish 
at all levels that the Government was 
receiving a proper return for each dol- 
lar spent. You know too well that dur- 
ing its first 25 years, this so-called 
“accounting” office directed itself pri- 
marily toward legal compliance and 
simple bookkeeping operations. As a 
result, thousands of employees checked 
millions of vouchers shipped to a cen- 
tral location in Washington. 

Where are we today? We have a 
top-flight audit section of close to 3,000 
in number—about 275 of whom are 
certified public accountants, too few 
from our own State. We should have 
many more qualified individuals and I 
personally intend to do all possible to 
obtain them both by outside recruit- 
ment and by making it possible for 
members of the staff to sit for exam- 
inations. I would hope that the State 
of New York will again lead the way 
by recognizing the training we now 
can provide. 

Turning for a moment to our sys- 
tems experts, I question whether any 
group here or abroad possesses the 
wide diversity of skill as our friends 
Walter Frese and Karney Brasfield 
have gathered around themselves. In 
quality and in numbers they surpass 
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anything in my experience. Their «p- 
erations encompass the entire Gove‘ n- 
ment and may deal with installations, 
including electronics, which stagger ‘he 
imagination in point of transactions 
and sums involved. If there is a better 
place for a man to learn all there is 
to know in this field, I am not aware 
of it. 

Our Office of Investigations ‘ias 
earned a fine reputation and it will 
grow in size and respect. We are 
proud of it. These survey, inspection 
and investigating activities carried on 
by lawyers, accountants, and engineers 
are so varied, far-flung and intriguing 
that it is impossible for me even to 
begin to describe them. 

I am impressed with the manner in 
which our accounting staffs dovetail 
their work with our General Counsel’s 
Office, in which we now have some 
150 lawyers. This is an experience 
that I personally did not have to any 
material extent in my own early train- 
ing. All of our major reports, and 
there are hundreds of them, are 
worked over by the audit, investigative 
and systems staffs with our lawyers. 
We like to have our accountants think 
along legal lines and, of course, you 
know what a help it is to have a lawyer 
who grasps the accountant’s view. 

Perhaps the most significant contri- 
bution we can make toward a well- 
rounded degree candidate is in the leg- 
islative process. Here, sooner or later, 
a young man has to follow a proposal 
involving fiscal matters (and there are 
hundreds of them) through to defeat 
or enactment. In so doing he will ap- 
pear at a Congressional hearing in sup- 
port of a witness or he may testify. 
I need not emphasize that this experi- 
ence, sometimes unforgettable for vari- 
ous reasons, is one which cannot be ob- 
tained in normal public or private 
practice. 

lor example, our recent widely pub- 
licized opinion with respect to the 
President’s Highway Program was the 
result, in large part, of an intensive 
joint effort of our audit and legal staffs 
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drawing from their experience with 
many such problems. As a result it 
was thorough and, we think, extremely 
helpful to all concerned. 

The General Accounting Office is 
worldwide in scope. Our 19 regional 
offices in major cities throughout the 
country operate somewhat similarly to 
branch offices of public accounting 
firms. We have a Paris office with 
field locations in Frankfurt, London, 
Rome, and Madrid. Our activities in 
the past year included the site audit 
of the Government-owned Alaska Rail- 
road, review of all business and muni- 
cipal activities of the Canal Zone, site 
audit of the Trust Territory of the 
Pacific, air base construction in North 
Africa and Madrid, military construc- 
tion in Germany, and procurement 
practices and procedures in France and 
England. In Europe, the head of our 
office is the United States’ representa- 
tive on the Board of Auditors, North 
Atlantic Treaty Organization in Paris. 
Thus, we are in a position to provide 
accounting leadership on a broad in- 
ternational scale. 


Recognition of Role of Accountants 
in Federal Government 


You will agree with me when I say 
that we have indeed come a long way 
since what might be considered the be- 
ginning of recognition of accountants 
in the Federal Government, the year 
1945, when the Government Corpora- 
tion Control Act was passed. Without 
a single dissenting vote, the Congress 
passed this Act to audit and control 
the expenditures of the hundred-odd 
Government corporations. It wanted 
the accounts and records of these cor- 
porations audited in accordance with 
generally accepted auditing principles 
and standards. As you may know, 
there was practically no talent in the 
Federal Government at that time from 
which a corps of professional account- 
ants could be drawn to do the tasks 
demanded. The American Institute of 
Accountants, working with the State 
societies, responded admirably to the 
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request of my predecessor for aid to 
do the job. The group enlisted at that 
time formed the nucleus of a new 
strain of accountants in the Federal 
Government. 


In 1947, the Joint Accounting Pro- 
gram was commenced to make the ex- 
ecutive departments and agencies more 
accounting conscious and to elevate the 
level of accounting generally above the 
bookkeeping stage. The program has 
made great strides in improving ac- 
counting, budgeting, financial report- 
ing, and auditing throughout the Gov- 
ernment. 


In 1950, the Congress endorsed the 
entire program wholeheartedly when 
it enacted the Budget and Accounting 
Procedures Act and the Post Office 
Department Financial Control Act. 
The purpose of these Acts, in brief, 
was to apply to the Government de- 
partments the business-type principles 
laid down first in the Corporation Con- 
trol Act of 1945. The Congress stated 
as its policy that the accounting of the 
Government should provide full dis- 
closure of the results of financial oper- 
ations, adequate financial information 
needed in the management of opera- 
tions and the formulation and execu- 
tion of the budget, and effective con- 
trol over income, expenditures, funds, 
property, and other assets. 


Our Office is charged by law with 
determining the extent to which this 
provision is carried out. In effect, we 
are asked to assume the responsibility 
that the results of financial operations 
of approximately sixty departments 
and independent agencies — including 
the military — are reported fully, ac- 
curately, and without partisan consid- 
eration. In 1955, the total income of 
these departments and agencies is es- 
timated to be over 70 billion dollars: 
expenditures will total over 75 billion. 
The value of property, real and per- 
sonal, is unknown. The last Hoover 
Commission report estimated well over 
100 billion dollars of ready-for-issue 
supplies and capital personal property 
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assets. In addition to determining the 
extent of accounting control over the 
vast resources of our Government, we 
also have to see that all transactions 
have been consummated in accordance 
with laws and regulations as well as 
ascertain that adequate internal finan- 
cial control over operations is exer- 
cised. That is a large order. 

We cannot and must not rest on our 
laurels. The arm of accounting must 
continue to be strong in the service of 
the Government. And because of our 
unigue position and tremendous re- 
sponsibilities, the General Accounting 
Office is the principal source that the 
profession ought to rely upon to keep 
that arm strong. We cannot do this 
and we will most surely fail unless a 
strong force of accounting talent con- 
tinues to be available to us. We have 
seen signs in the last few years which 
disturb us greatly. 


Future Objectives 
1—Service to the Legislative Branch 


In the immediate years ahead, I in- 
tend to do everything in my power to 
attain two major objectives. First of 
all, I am convinced from a long and 
careful study of the background of the 
Office and the intent of the Congress 
which created it, that service to the leg- 
islative branch should be our primary 
aim. As one means of fulfillment. it is 
my intention to create within the Office 
a legislative service. The purpose of 
this group — utilizing the services of 
both lawyers and accountants—will be 
to render assistance and advice on the 
substance and make-up of all signifi- 
cant pending legislation insofar as 
there are financial aspects concerned. 
It means that we will have to have a 
great deal of knowledge on a wide 
variety of subjects. And of conse- 
quence to you and others who must 
earn a living outside of Government is 
the opportunity afforded us to offer 
professional aid before enactment of a 
measure. You and I both know that 
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the general area of Government regu- 
lation of business is one in which leg- 
islation sometimes sets impossible tasks 
for accountants. The first and usual 
generalization is that accounting con- 
cepts and standards, fairly well recog- 
nized by accountants and_ business 
communities, are frequently given little 
consideration by the lawmakers. [or 
this in the past, I feel that we in the 
profession have been somewhat at 
fault. If goes to the heart of why 
accountants exist — and our contribu- 
tion to society. As taxes and Govern- 
ment become more complex, the greater 
part of the accountant’s time is taken 
up with taxes, interpretation of price 
regulations, preparing material for 
Government hearings, and just gener- 
ally keeping his client out of trouble. 
Only recently we see signs in business 
that the accountant is commencing to 
point the way rather than merely mak- 
ing notes on history. 

As regards legislation, we propose 
to pursue a similar tack in the manner 
[ have outlined. Experience has taught 
us that when we are possessed with 
the facts, the Congress has generally 
taken action in line with our advice and 
recommendations. We feel assured that 
this same Congress—hard-pressed and 
overworked as it is in conscientiously 
endeavoring to do its duties under 
present-day complexities of Govern- 
ment — would welcome the greater 
assistance we hope to be able to give. 


2—Recruitment of Qualified 


Accountants 

My second major objective is the 
recruitment of. additional qualified ac- 
countants.. Let me note here a portion 
of my. opening remarks when I ap- 
peared before the House of Repre- 
sentatives in February of this year in 
connection with the 1956 appropriation 
request of the Office. I said at that 
time : 

“From my relatively short experience with 

the General Accounting Office I am con- 


vinced that our most serious problem is 
the recruitment of qualified auditors.” 
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CPA Experience Credit for Govern- 
mental Accounting Service Needed 
and Proper 
The situation since then has not im- 

proved for reasons I have already men- 

tioned. The request I am about to make 
to you comes only after careful thought 
and deliberation, with full recognition 
of the prestige which the New York 

State Society possesses throughout the 

professional world. For us to build a 

nucleus of a truly outstanding staff, 

we need to obtain a solid corps of 
young accountants at the college level. 

It is necessary for these young men to 

have a better-than-average academic 

standing as well as to be endowed with 
that peculiar and sometimes hard to 
find virtue which would prompt them 
to work in part for the contribution 
they can make to society rather than 
for any large remuneration they would 
immediately receive. You and I both 
know that our chances of obtaining this 
type of young men would be consider- 
ably improved if these graduates knew 
that in joining with us, they would also 
be furthering their own careers as ac- 
countants. This can be achieved 
through recognition of our work by 
the professional societies. The most 
tangible recognition that you can give 
us is to permit our audit or systems 
work to qualify candidates to sit for 
the CPA examination in our State, 
assuming of course that all other 
requisites are met. You have it in your 
power to aid us in this objective. It 
is worthy of note that experience 
gained with us is probably recognized 
in about half of the States in the 

Union. It is most important, however, 

that well-respected and long-established 

societies, such as the New York State 

Society of Certified Public Account- 

ants, assist us in obtaining this same 

privilege, 

To this end, an invitation is cordially 
extended to a member or members of 
your Society to come to Washington, 
sit down with me and other members 
of my staff and review to the extent 
you deem desirable, our standards, our 
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programs, and the results of our work. 
This would be beneficial to us in an- 
other way. I am sure that we would 
gain much valuable advice from having 
a group such as I have suggested take 
an independent look at our efforts. 


“Lend-Lease” Arrangements for 
Top-Flight Accounting Personnel 


There is still another way you can 
help us. Right now, we are faced with 
a very serious shortage of seniors and 
supervisors. ! would like to see an 
arrangement worked out whereby dur- 
ing the relatively slack months of the 
year for you—say, May through. No- 
vember—a small, select group of senior 
accountants be assigned to work side 
by side with our staff in Washington 
and in the field. It would be desirable 
to make this an annual cooperative 
venture and the men so selected from 
reputable accounting firms throughout 
the country ought to be of recognized 
and proven abilities. The salary scale 
could be commensurate with that paid 
to these individuals by their respective 
firms. This would mean that the 
sponsoring firms would in effect be 
making a contribution to the cause of 
better accounting in Government in the 
form of the difference between each 
man’s actual salary (which we would 
pay) and the fee normally charged for 
the firm’s services rendered by the man, 
i.e., the allocated overhead and net 
profit. However, assuming that 50 top- 
flight accountants were assigned to us 
in this fashion, the extent to which the 
workload of any individual firm might 
suffer would be small; and since this 
would occur during the slack months, it 
might even absorb some otherwise idle- 
time costs. 

As I see it, the arrangement could 
have mutual benefits. I‘rom our side, 
it would serve as an impetus to mem- 
bers of our staff to work on a coopera- 
tive basis with public accountants from 
outside the Government’s field. And 
from your standpoint, it will serve you 
in good stead to have a corps of men on 
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your staffs with an insight into Govern- 
ment practices and procedures. In no 
other Government agency could this 
experience be gained on such a broad 
scale. 

Summary and Conclusions 

In concluding, let me add that the 
problem which we face cannot be 
solved completely by increasing our 
complement of good accountants. Our 
function is essentially so singular in 
nature that it requires the combined 
and closely coordinated efforts of our 
accountants, auditors, investigators, 
and attorneys. I have already taken 
steps which I hope will add to our staff 
a group of top-flight law school gradu- 
ates. You can get a clearer picture of 
what faces us in the next few years 
when I tell you that nearly 25 percent 
of our personnel strength of over 5,500 
have 20 years or more of Government 
service. 

In summary, I wish again to em- 
phasize that accounting in the Federal 
Government, because of the complex 
and growing scope of activities now 
engaged in, has increased in stature 
and importance many-fold—particu- 
larly in the last decade. During this 
same period the American Institute of 
Accountants and other professional 


societies have contributed materially to 
our efforts to elevate the standards of 
accounting in the Federal Government 
from the bookkeeping level. Unless 
professionally trained accountants are 
made available to us, the contribution 
which accounting can make will lessen 
in the years to come. The General 
Accounting Office should be the reser- 
voir from which accountants are drawn 
for other departments and agencies in 
the Federal Government. We cannot 
continue to be unless we have some- 
thing more positive from you than 
affirmations of faith. 


For this reason I do beseech you to 
give your endorsement to the two pro- 
posals I have made: First, to assist us 
in obtaining professional recognition 
for the audit and systems work per- 
formed by the members of our staff, 
to the end that it will be acceptable in 
your State in fulfillment of the experi- 
ence requirement for admission to the 
CPA examination ; and, second, to sup- 
port us actively in our program by 
detailing on a regular, periodic basis 
some of your experienced staff. 


I am deeply grateful for the honor 
you do me in asking me to be your 
guest tonight. I shall always try to 
merit your confidence. 


er 
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Control of Endowment Funds and 
Income Therefrom 


By SaMuEL E. 


Eiiis, C.P.A. 


In this paper, the regulation and control of endowment funds and 
the income therefrom is discussed along traditional accounting lines 
—wherein separate investment accounts are maintained for each 
fund—as well as when, in conformity with present-day tenden- 
cies, pooled investment accounts are kept for all funds together. 


uk regulation and control of en- 
, eee funds and of the income 
therefrom is a matter of interest and 
concern to the trustees of all non- 
profit institutions and to the private 
or professional accountants who are 
called upon to wrestle with the com- 
plexities of fund accounting on a 
whole or part-time basis. 

It may be said that persons admin- 
istering endowment funds are in the 
position of being both the trustee and 
the beneficiary of a trust fund and, 
as such, are required to watch with 
equal vigilance the management of the 
principal for safety and conservatism 
and that of income to produce the 
largest return obtainable, while being 
careful to maintain the distinctions 
between principal and income. It might 
appear that the dual role of the man- 
ager of endowment funds would pull 
in opposite directions but, in the last 
analysis, what is good for principal is 





SaMuEL E, Etuis, C.P.A., has 
been a member of our Society since 
1930 and of the American Institute 
of Accountants since 1942, He is a 
member of the Society’s Committee 
on Institutional Accounting. Mr. 
Ellis is a partner in the firm of 
Haskins & Sells. 

Acknowledgment is made to Mr. 
Russell Tipton, partner in Haskins 
& Sells, for presenting the accom- 
panying paper at a technical meet- 
ing on Institutional Accounting dur- 
ing the author’s absence from the 
city. 
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good for long-term income and vice 
versa. 


Control of Endowment Fund 
Principal—Separate Investment 
Accounts 


The control of endowment fund 
principal is of great importance, both 
from the financial and accounting 
viewpoint and also from the public 
relations angle. While primarily con- 
cerned with the accounting facet of 
endowment fund care, the necessity 
for management of these funds so as 
to satisfy previous donors and attract 
new ones is a matter to be kept in 
mind. For adequate accounting con- 
trol, a separate account, either in the 
general ledger or in a subsidiary rec- 
ord, should be maintained for the prin- 
cipal of each fund; furthermore an 
additional breakdown into types of in- 
vestments may well be made for each 
fund if the assets of each endowment 
are invested separately rather than 
gathered in a common investment pool. 
This refers to uninvested funds, to 
stocks and bonds, and to other invest- 
ments of like nature, rather than real 
estate which usually does not play an 
important part in endowment fund in- 
vestments. 

As a general rule there does not 
exist a legal liability on the part of the 
endowed institution to maintain the 
principal of an endowment fund intact, 
unless the deed of gift is explicit on 
this point. In certain rare cases, the 
income from the endowment’s invest- 
ments is first required to be diverted 
to maintain the principal before it may 
be used for the object of the fund. 
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Gain or loss on the disposal of sepa- 
rately-invested endowment fund assets 
should be recorded as a credit or 
charge, respectively, to principal. If 
securities or other investments are sold 
or otherwise transferred between such 
funds, the transactions should be re- 
corded as though negotiated with out- 
siders, and any gain or loss resulting 
therefrom, computed on the basis of 
current market price, should be cred- 
ited or charged to principal. 


Control of Accounting Fund 
Principal—Pooled Investment 
Accounts 


Thus far, we have been concerned 
with situations arising as a result of 
maintaining separate investment ac- 
counts for each endowment fund. 
However, during recent years the ten- 
dency by institutions to group the in- 
vestment assets of their several endow- 
ments into a single “pool” has grown 
markedly until now there are relatively 
few major institutions with substan- 
tial endowment funds who do not fol- 
low the procedure of pooling endow- 


ment investments as a matter of 
course. Usually, under such circum- 
stances separate accounts are main- 


tained for each type of investment— 
bonds, stocks, mortgages, real estate, 
principal cash, ete.—and income from 
each different type of investment, is 
similarly segregated. Inasmuch as it 
is not feasible in “pooling” investments 
to charge or credit losses or profits 
on disposal to the several endowment 
funds whose assets make up _ the 
“pool”, a reserve account is required to 
which are credited or charged profit 
or loss on sales of assets. The prin- 
cipal accounts of the individual en- 
dowment funds and the aforemen- 
tioned reserve. should at all times be 
equal to the pooled assets. 

When bonds are purchased at a 
premium or preferred stocks acquired 
at a cost in excess of the call price, 
it is suggested that conservative prac- 
tice requires that such premiums be 
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written off to income, possibly over 
the life of the bond or over the un- 
elapsed period to call date of preferred 
stock. It is not recommended that a 
security purchased at a discount be 
treated in like manner by a write-up 
credit to income ; rather, the profit rep- 
resented by a discount should not be 
booked until realized, presumably by 
redemption or by disposal prior to the 
redemption date. 

Real estate held as an asset of an 
endowment fund presents no problem 
different from other assets, except for 
depreciation. Provision for deprecia- 
tion is essential if the principal of any 
fund whose assets contain income-pro- 
ducing real estate is to be maintained. 


Control of Income—Separate 
Investment Accounts 


Turning to income realized from the 
invested portion of fund principal, it is 
apparent that if investments are not 
pooled, the income from investments of 
each fund may be credited direct to 
an income account for the particular 
endowment fund in question. A minor 
exception to this procedure occurs 
with respect to real estate investments; 
operating accounts for income and ex- 
penditure for each property are con- 
sidered advisable although only the net 
income from property should appear 
in a general income statement. 


Control of Income—Pooled 
Investment Accounts 


On the other hand, in the case of 
pooled investments, one general con- 
trol account is maintained for all in- 
come from such investments or, alter- 
natively, separate accounts may be 
used for each of the several classes of 
investments in the pool. 

Whichever of these methods is used 
in accounting for, income from pooled 
fund assets, the main problem is that 
of distribution of income among the 
several funds entitled to portions 
thereof. Such a distribution should be 
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Control of Endowment Funds and Income Therefrom 


made periodically, at least on an an- 
nual basis, to the participating funds 
income accounts. Allocation of income 
to the several funds is usually based 
on the relation of the indiyidual fund 
average principal to the total pool for 
whatever period the particular fund 
participated therein. 

In general, income is distributed in 
one of two ways. First, the actual 
amount realized on the pooled invest- 
ments is allocated in its entirety to 
the participating funds. The second 
method, based upon estimated income 
and usually called the stabilization re- 
serve method, has several distinct ad- 
vantages to recommend it. Income is 
forecast at the beginning of the year 
and the administrator of any particular 
fund is then in a position to know in 
advance what income will be allocated 
for his use during the entire year. He 
is then able to plan expenditures, with 
the knowledge that the income will be 
forthcoming. Seldom, if ever, will the 
forecast of pool income be so accurate 
that exactly all the income will be dis- 
tributed. Obviously, it is better to 
underestimate rather than overesti- 
mate; hence, the remaining undistrib- 
uted income is carried forward to the 
ensuing year as a reserve. In estimat- 
ing the income for that year, the sta- 
bilization reserve should also be con- 
sidered in setting the distribution rate 
for that year. A word of caution at 
this point —the stabilization reserve 
should be just that, to carry forward 
income balance to the ensuing year. 
It should never be permitted to ac- 
cumulate from year to year, for to do 
so defeats the purpose of the reserve. 

As noted in connection with the 


comments on control of principal, pre- 
miums, paid in connection with the 
acquisition of bonds or preferred 
stocks should be regularly amortized 
against income over the period to the 
redemption or call date but discount 
should not become income until re- 
alized. 

There remains one ever-present 
problem—that of whether stock divi- 
dends may ever be considered to be 
income. Generally accepted account- 
ing practice for normal commercial 
enterprises prohibits taking as income 
dividends of preferred on preferred or 
of common on common. However, due 
to the special circumstances surround- 
ing income from endowment funds, it 
is believed that if the stock dividend 
is sold immediately on receipt and if, 
after such realization, the market price 
of the original holdings remains above 
the market price of said holdings prior 
to receipt of the dividend, the time may 
come when the amount realized thereby 
will be considered income. This theory 
is not yet recognized by most authori- 
ties on the subject of endowment in- 
come but the writer believes that the 
treatment of stock dividends as income 
to endowment funds under the cited 
circumstances warrants further ex- 
ploration. 


Conclusion 


In conclusion, it is axiomatic that 
endowment fund accounting principles 
are still evolving and that what is con- 
sidered to be unconventional by gen- 
erally accepted accounting principles as 
developed for commercial accounting 
today may be good practice in fund 
accounting tomorrow. 


LA(nuW 


399 

















College Accounting and Auditing 
Requirements for Accreditation 


By CLaubE I. Purrer, Ph.D. 


Based on an extensive background of experience in the field of 
evaluation and accreditation of institutions of higher education, the 
author sketches broadly the program of the Middle States Associa- 
tion of Colleges and Secondary Schools. He then discusses in con- 
siderable detail the evaluation of college business offices, with 
particular attention to accounting and auditing practices. 


AM pleased and honored to have 

been asked to talk to your Society 
tonight. I must tell you at once, how- 
ever, that [ am not an accountant. I 
am only a Professor of Economics 
who, for reasons not clear to me nor 
perhaps to others, was directed by the 
Chancellor of the University of Buffalo 
to serve three years as Dean of our 
School of Business Administration, 
then six years as Dean of Administra- 
tion of the University, followed by 
appointment about four years ago as 
Treasurer and Chief Business Officer. 
I have, therefore, dealt with account- 
ants as fellow faculty members, as e=a- 
ployees in our business office, as audi- 
tors of various and sundry kinds rep- 
resenting various and sundry agencies 
and of course, as alumni from whom 
we expect large donations, particularly 
from the Certified Public Accountants. 





CLAUDE E. PurrFer, Ph.D., has 
been Treasurer of the University of 
suffalo since 1951; he was formerly 
Acting Dean of the School of Busi- 
ness Administration (1942-45) and 
Dean of Administration (1945-51). 
He also holds a professorship in 
Economics at the University. Dr. 
Puffer is the author of a book on 
the subject of “Air Transportation”. 

This paper was presented by Dr. 
Puffer at a technical meeting of the 
Society held on May 2, 1955, under 
the auspices of the Society’s Com- 
mittee on Institutional Accounting. 
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I have also dealt with accountanis, 
business officers, professors, deans, 
presidents, and members of governing 
boards of colleges and universities 
from time to time in a different man- 
ner and it is these relationships which 
form the subject of this paper. I refer 
to my experiences in the field of evalu- 
ation and accreditation of institutions 
of higher education on behalf of the 
Middle States Association of Colleges 
and Secondary Schools. I should like 
to hasten to say that I do not speak 
as a representative of this Association 
and nothing that I say here should be 
held against this exceptionally fine 
organization. 


Middle States Association Evaluation 
and Accreditation Program 


To those of you who are not familiar 
with the Middle States Association and 
its work in the field of accreditation, 
may I take time to give you a brief 
frame of reference. Although the 
Middle States Association deals with 
secondary schools as well as colleges 
and universities, none of the remarks 
to follow will be concerned with 
secondary schools. 


“The Middle States Association of Col- 
leges and Secondary Schools is a member- 
ship of educational institutions joined for 
mutual encouragement and helpfulness. Its 
purpose is the improvement of educational 
programs and facilities and the broadening 
of educational opportunity. 

“The Association, through its Commis- 
sion on Institutions of Higher Education, 
maintains a list of higher institutions 
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College Accounting and Auditing 


which have been evaluated and found 
qualified for membership in the Associa- 
tion. An evaluation for initial accreditation 
is made at the voluntary request of the in 
stitution seeking the approval of and 
membership in the Association. 

“The Commission determines the qualifi 
cation of an institution for membership in 
the Association on the basis of two forms 
of evidence: 


1. The data submitted by the institu- 
tion in answering the Questionnaire. 

» The report of the evaluating com- 
mittee (which is made available to 
the institution). 


“The Commission’s evaluation program 
concerns the institution as a whole, includ- 
ing all phases of its program, instructional 
and non-instructional, and is conceived in 
terms of an evaluation of institutional ob- 
jectives, giving particular attention to the 
manner in which those objectives are 
stated, the capacity, present or latent, for 
fulfilling them, and the success with which 
they are, in fact, fulfilled. 

“The following paragraphs are a state- 
ment of the principles that are applied in 
evaluating institutions. As will be seen, 
these principles are stated in qualitative, 
rather than quantitative terms. They are 
stated for the guidance of institutional offi- 
cers and evaluating committees and for the 
use and information of all who are inter- 
ested. 

“An institution eligible for membership 
in the Association and hence for inclusion 
in the list of accredited higher institutions 
is a state, municipal or incorporated pri- 
vate institution not operated for profit, de- 
voted to and offering at least two years of 
higher education at the undergraduate level 
or one year at the graduate level, with an 
enrollment sufficiently large to make pos- 
sible the continuance of a cohesive and 
well-planned program; operating under 
legal authority granted by the state or 
national government, granting its degrees 
or diplomas by virtue of that authority, 
having already granted degrees or diplomas 
to one or more graduating classes; and re- 
quiring for admission the completion of an 
appropri ite secondary school curriculum or 
satisfactory evidence of equivalent educa- 
tional achievement. 

“The following types of institutions are 
considered as coming under the preceding 
definition: junior colleges, four-year col- 
leges and universities, teachers colleges, 
those professional and graduate schools not 
constituent components of colleges and uni- 
versities otherwise eligible for membership, 
and specialized and technical institutions.”! 


1 Middle States Association of Colleges 
April, 1953, 
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Requirements for Accreditation 


The present schedule of the Commis- 
sion on Institutions of Higher Educa- 
tion calls for a full-scale evaluation 
of each member institution at least 
once each, ten years. If and when 
wei + De ‘sseS are discovered, progress 
reports are called for in some cases 
and occasionally even a full-scale re- 
evaluation. The Commission itself is 
composed of persons connected with 
higher education in the middle-states 
area who have been elected to member- 
ship on the Commission, 


Evaluation Procedures in General 

The procedure used in evaluation 
or re-evaluation is briefly as follows: 
The institution is notified approxi- 
mately two years in advance and given 
a carefully worked out. questionnaire. 
It is expected that the institution will 
conduct a self-evaluation as it prepares 
the answers to the questionnaire and 
this is certainly one of the most im- 
portant and useful parts of the evalua- 
tion. At a stated date, an Evaluation 
Committee visits the institution. The 
members of the Committee are persons 
holding positions in higher education 
in the middle-states area who have 
been assigned to this particular evalua- 
tion by the Commission. They are, 
therefore, faculty members, deans, 
business officers, presidents, members 
of State Departments of Higher 
Education, eté. The examining Com- 
mittee spends from three to five days 
on the campus of the institution being 
evaluated, during which time there are 
careful interviews with virtually the 
entire staff of the institution designed 
to produce significant information con- 
cerning policies, procedures and prac- 
tices under five major headings: 


(1) Purposes and Objectives 
(2) Organization 

(3) Resources 

(4) Program 

(5) Outcomes 


and Secondary Schools, Document 3.10, 


401 











College Accounting and Auditing Requirements for Accreditation 


The members of the Evaluation 
Committee report their findings to the 
Committee as a whole at two or three 
evening meetings and jointly arrive 
at a recommendation to be made to the 
Commission. A well-documented writ- 
ten report showing points of strength 
and weakness is prepared by the Chair- 
man of the Committee from the 
several written reports submitted by 
individual Committee members. Within 
a few weeks, the Chairman of the 
Committee makes an oral report to the 
Commission, the members of which 
have already received the full written 
report. At that time, the Commission 
votes some appropriate action as the 
facts dictater The institution is then 
notified of the action and may or may 
not be required to change or improve 
certain policies, practices or proce- 
dures. 


Evaluation of College Business 
Offices 


Although I have tried to give you 
briefly a frame of reference with re- 
spect to accreditation procedure of the 
Middle States Association, I am afraid 
that it has taken quite a bit of the time 
allotted to me. I shall therefore turn 
immediately to the evaluaion of college 
business offices, with particular atten- 
tion to accounting and auditing prac- 
tices. What I have to say is drawn 
from my own experience in evaluations 
and from numerous reports which 
have been submitted to me or to which 
I have had access. 

General Information Questionnaire 

We shall start first with some of the 
questions that are a part of the General 
Information Quéstionnaire to be com- 
pleted by the institution being evalu- 
ated. These questions are as follows :* 


“26. Submit a copy of the institution’s 


operating statement and_ balance 
sheet for the last fiscal year. 

“27. Submit a copy of the budget for 
the last completed fiscal year and 





for the current year. How and 
when is the budget made up and 
approved? 

“28. Submit a table showing the total 
scholarship assistance granted for 
each of the last five years: (a) 
amount derived from endowment; 
(b) amount derived from general 
funds; (c) amount derived from 
other sources. 

“29. What was the accumulated deficit 
or surplus as of the end of the last 
fiscal year? 

“30. What has been the annual deficit or 
surplus each year for the past ten 
years? 

“31. Is there an annual audit by an out- 
side firm of certified public ac- 
countants ° 

“32. What is the extent and allocation 
of insurance coverage? 

“33. Is expenditure directly under a 
comptroller ? 

“34. Show the amount of indebtedness 
as of the end of last fiscal year, 
how incurred, and provisions for 
amortization. 

“35. Give the personnel and qualifica- 
tions of the investment committee 
and a brief description of the way 
in which it operates.” 


The questionnaire also asks many 
other pertinent questions dealing with 
organization, personnel policies, and 
so on, but the questions above are those 
most directly connected with account- 
ing practices. As you can see, they are 
general in nature. This is appropriate 
since evaluation is not based upon a set 
of quantitative standards but rather on 
qualitative standards. Moreover, the 
evaluation is of the institution as a 
whole as related to its primary objec- 
tives, and accounting practices are 
viewed therefore as they relate to the 
success of the institution as a whole 
in reaching its stated objectives. 


Authority and Competence 
of Business Officer 


With the questionnaire information 
before us, we start our visit in the 
institution with a perusal of the Char- 
ter, the By-Laws and the Rules and 


22 Middle States Association of Colleges and Secondary Schools, Document 5.10, 
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Regulations setting forth the authority 
of the Board of Trustees of the in- 
stitution and, in turn, the authority of 
the President and the Chief Business 
Financial Officer or Officers. Gener- 
ally speaking, preference is given to a 
single business officer who is appointed 
by the Board on the nomination of 
the President with general overview of 
all business operations. We endeavor 
to determine the competence of the 
officers who are charged with the 
financial operations of the institution. 
We look into the delegation of au- 
thority to competent assistants and the 
extent to which the form of organiza- 
tion permits and encourages smooth 
operation with reasonably sound con- 
trols. There is no one pattern to which 
all must conform. 


Budgets and Budgetary Procedure 


We normally turn next to budgets 
and budget procedure. It is generally 
good practice to have the estimates of 
income originate in the Business Office 
and the estimates of expenditures, ex- 
cept for the plant and business func- 
tions, originate at the level of Depart- 
ment Heads in the academic division 
and be carried up to the Chief Aca- 
demic Officer or President for final 
determination and presentation to the 
Board of Trustees. The budget should 
reflect all operations with the possible 
exception of auxiliary enterprises for 
which budgets are frequently not pre- 
pared in advance. An appropriation 
ledger keyed to the budget is usually 
expected. 


Financial Stability of Institution 


The financial stability of the insti- 
tution is carefully examined. Deficit 
operations are not necessarily serious 
if adequate reserves exist to absorb the 
deficits and if the deficits are small in 
relation to the total budget. However, 
financial stability is one of the import- 
ant criteria in eyaluation and the un- 
stable institution must put its house 
in order. 
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Accounting System and Procedures 


We next see if the accounting sys- 
tem and procedures follow reasonably 
well the uniform system enumerated 
in “College and University Admin- 
istration, Volume L” published by The 
American Council on Education in 
1952 as a result of careful delibera- 
tions by the Nationa! Committee on the 
Preparation of a Manual on College 
and University Business Administra- 
tion. I should like to refer you to 
Chapter Two of that volume for a 
rather concise statement of basic prin- 
ciples of College and University Ac- 
counting. If these principles are fol- 
lowed, there will be periodic financial 
reports which will be comparable with 
the budget and which .will give to the 
management of the University and to 
evaluators a brief and accurate state- 
ment of the financial condition of the 
institution. 

Since this uniform system of ac- 
counts is readily available to you, I 
shall say little more about the good 
practices which are set forth in that 
book. Perhaps instead I can shed 
somewhat more light on the evaluation 
procedure by brief mention of a few 
of the areas of accounting which have 
most often required attention in eval- 
uation reports. 

A few institutions of higher edu- 
cation are operated in conjunction with 
a secondary school or as a part of a 
religious community with a consider- 
able intermingling of funds and pro- 
cedures. It is very important that the 
institution of higher education have a 
complete separation of its accounts 
from those of the associated institution 
and that any joint costs be allocated 
on as equitable a basis as possible. 


Endowment Funds Practices and 
Procedures 


In a very small number of institu- 
tions, restricted endowment funds 
have been expended for operating pur- 
poses. A lack of full information in 
the Business Office or in the Board of 
Trustees has generally been the reason 
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for such invasion of restricted endow- 
ment funds. Nevertheless, this always 
appears very serious to the Evaluating 
Committee and the Commission has 
required a rapid correction of such 
situations. 

The authority over and methods 
used for the custody, safekeeping and 
management of endowment securities 
and other investments are carefully 
examined. While the Evaluating Com- 
mittee members do not and cannot 
make a survey even as comprehen- 
sive as a spot audit, the examination 
of procedures and methods used in a 
College Business Office will ordinarily 
lead to reasonably sound conclusions 
regarding the possibility of success or 
trouble, as the case may be. 


Audit by Independent Public 
Accountants 


l‘or the benefit of those of you who 
are in Public Accounting, may I say 
that in the few instances where the 
books were not audited by a firm of 
independent public accountants, the 
valuation Committees have been in- 
sistent that this be done no matter how 
honest and honorable the Business 
Officer appeared to be and even though 
he might be a member of a religious 
order in some instances. There is ob- 
viously far more to be gained by the 
institution from an audit than a mere 
check on honesty. A good audit will 
bring to attention improvements in 
practices which will be of great value 
to the institution. 


Internal Auditing Procedures 


Some method of internal auditing 
is expected. In very small institutions, 
this presents a fairly difficult problem 
of organization. Even in large insti- 
tutions accountants, at least, are al- 
ways willing to argue over the place in 
the organization chart to be held by the 
Internal Auditor. No fixed pattern of 
organization is insisted upon; each 
case is looked at separately. But or- 


104 





dinarily, the Internal Auditor repor:s 
to the Chief Business Officer and nat 
to the Chief Accountant. 


Encumbrance System and Related 
Monthly Statements 


In connection with the expenditure 
of items authorized by the budget, a 
system of encumbrances is_ usually 
called for. Some institutions still argue 
that the cost of setting up a system of 
encumbrances is greater than the bene- 
fit derived therefrom. Parenthetically, 
I visited one fairly large institution 
not long ago which not only felt en- 
cumbrances to be of little value, but 
also had no system of receipts or other 
controls over the cash that was turned 
in by students paying their tuition, de- 
pending upon the honesty of the clerks 
who received the money to involve the 
institution in a smaller loss than the 
cost of controls would be. This was 
not ine University of Buffalo. Con- 
nected with the system of encum- 
brances, we usually expect monthly 
statements of expenditures, encum- 
brances and balances to go to Depart- 
ment Heads who have authority to 
spend money from the budget. 


Centralized Accounting Control 


In some institutions, we have found 
that not all of the operations were tied 
to the central books. [For example, 
there might be branch operations, 
auxiliary enterprises, research  in- 
stitutes, etc. whose operations were in 
no way connected with the central 
books. We expect all departmental or 
branch operations to go through central 
books, so that a complete picture may 
be had. Moreover, the finances and 
accounts of student organizations and 
student loan funds should also be tied 
to the Business Office and the account- 
ing system. 


Fixed Asset Accounting 


In the capital accounts, we usually 
examine the basis of valuation of both 
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plant assets and securities and in this 
case, there is great uniformity of prac- 
tice carrying the assets at original cost, 
wherever that is known. Occasionally, 
the value of the plant is written up and 
if this is done as the result of a careful 
survey by competent engineers, we see 
no harm in it and perhaps some advan- 
tage. Rarely do we find a university 
charging any depreciation, except in 
auxiliary enterprises and not always in 
these. We normally expect deprecia- 
tion to be charged in the income-pro- 
ducing or auxiliary enterprises, but it 
is not normal in the general plant 
account. 


Overhead Rate Determination 


We have found a great variation in 
the calculation of overhead to be 
charged on research contracts or other 
arrangements where overhead is an 
item. We normally encourage the insti- 
tution to review its situation and to 
make a careful and exhaustive recal- 
culation of its overhead rates so that 
research contracts may carry their fair 
share of the total costs of operation in 
the institution. A surprisingly large 
number of Business Officers, as well 
as Professors, seem to feel that there 
is something akin to sharp practice in 
any attempt to recover full overhead 
percentages on research contracts. I 
have frequently been told by Business 
Officers holding responsible posts that 
their institutions didn’t “take- advan- 
tage’ of sponsoring agencies, but in- 
stead kept the overhead rate low as a 
matter of fairness or modesty. Here 
is one area at least where colleges 
could and should find assistance in 
meeting their rising costs through 
accurately - calculated overhead rates 
coupled with cooperative pressure on 
government agencies in particular, to 
meet the actual overheads so calculated. 

Occasionally we find very elaborate 
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cost accounting systems producing unit 
costs of various kinds and descriptions. 
In general, we feel that this can easily 
be overdone and that cost accounting 
carried to any considerable length 
probably does not produce the kind of 
information on which educational de- 
cisions are made. 


Summary 


In conclusion may I summarize by 
saying that Evaluation Committees 
look at the institution as a whole, meas- 
ure it in terms of its objectives and 
endeavor to avoid all attempts to force 
the institution or any part of it into 
an inflexible mold or pattern. With 
respect to the accounting system or the 
operating method of the Business 
Office, the following are the funda- 
mental questions : 

Does it work? 

Does it provide the necessary and 
accurate information for intelli- 
gent decisions? 

Does it provide control with neither 
license nor strangulation? 


And most important of all—is the 
Business Office operated in the best 
interests of the primary and funda- 
mental purpose of the institution—the 
educational effort ? 

If these questions cannot be an- 
swered in the affirmative, the causes of 
the trouble must be discovered and 
corrected. But if unqualified affirma- 
tive answers are forthcoming, a great 
amount of variation in detail is clearly 
permissible. 

There are, of course, many further 
observations which might be made, but 
in an evening where you are listening 
to three members of a panel, I think 
that I have taken more than my share 
of time. Thank you for being so 
patient. 
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APPENDIX 


Basic Principles 


To meet the requirements of financial 
accounting and reporting for institu- 
tions of higher education as set forth 
in Chapter Two of “College and Um- 
versity Business Administration” 


7. 





The accounts should be classified 
in balanced fund groups and this 
arrangement should be followed 
in the books of account and in the 
financial reports. 
The financial transactions of the 
institution should be reported by 
fund groups. 
The following fund groups are 
recommended : 

Current Funds 

Loan I'unds 

Endowment and Other Non- 

Expendable Funds 

Annuity Funds 

Plant Funds 

Agency Funds 
The current funds group includes 
funds available for general oper- 
ating and for current restricted 
purposes. 
The loan funds group includes 
only funds which are loanable to 
students, faculty, and staff. 
The endowment and other non- 
expendable funds group includes 
only funds which are non-expend- 
able at the date of reporting. 
The annuity funds group includes 
funds acquired by an institution 
subject to annuity or living trust 
agreements. 
The plant funds group includes 
funds designated or expended for 
the acquisition of physical prop- 


10. 


16. 


erty used for institutional pur- 
poses. 

The agency funds group includes 
funds in the custody of the insti- 
tution but not belonging to it. 
If money is advanced or loaned 
temporarily by one fund to an- 
other, that fact should be set forth 
on the balance sheet by showing 
the amount as an asset in the fund 
group making the advance, and as 
a liability in the fund group re- 
ceiving the advance. 

Receipts of cash or other prop- 
erty specifically designated to be 
added to the principal or balance 
of funds, or to be expended only 
for physical plant additions, 
should be accounted for separately 
from income expendable for cur- 
rent purposes. 

The necessity for providing for 
renewals and replacements of 
property and of charging depre- 
ciation depends on the class of 
property under consideration. 
Accounts should be kept on a 
modified accrual basis. 

Current restricted receipts should 
be reported as income only to the 
extent expended during the year. 
Earnings from endowment invest- 
ments should be reported as cur- 
rent general income only to the 


extent distributed to the indi- 
vidual endowment income ac- 
counts. 


Income and expenditures of aux- 
iliary enterprises should be shown 
separately from other institutional 
operations. 
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Tax Aspects of Exempt Organizations 


By Max Wasser, C.P.A. 


Certain troublesome problems of tax-exempt organizations are 
considered herein, namely, unrelated business income, business- 
lease income, and the misuse of charitable trusts and foundations. 


HE Revenue Act of 1950 was the 
Tiirst major step taken by Congress 
to tax charities. The motive was not 
to add a new source of income to the 
federal treasury, but rather to elimi- 
nate improper use of tax exemption by 
educational, charitable and other ex- 
empt organizations. The Revenue Act 
of 1954 has left such provisions to tax 
charitable organizations substantially 
unchanged. To understand these pro- 
visions of the Revenue Act properly, 
we must know the underlying reasons 
for them. Let us therefore examine 
how some charities were abusing their 
privilege of tax exemption and how 
Congress has sought to remedy the 
situation. 


I—Unrelated Business Income ._ 

In order to obtain additional sources 
of revenue, some charities either pur- 
chased or established business enter- 
prises (termed feeder organizations) 
whose net income would inure to their 
benefit. The old 1939 Code did nothing 
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to inhibit this type of activity. The 
only test of exemption was “were all 
its profits payable to an exempt or- 
ganization.” The courts, in a long line 
of cases, upheld the exemption of such 
feeder organizations. This obviously 
placed the exempt charity in an unfair 
competitive position. Many were able 
to buy businesses by paying for them 
out of the tax-free earnings of the 
business purchased. There were chari- 
ties engaged in such diverse activities 
as a spaghetti factory,’ and the opera- 
tion of a bathing beach.? To correct 
this situation, the Revenue Act of 1950 
and the 1954 Code did two things. 
l'irst, the feeder organization was de- 
nied exemption.* Secondly, the other- 
wise tax exempt charity was taxed on 
its unrelated business income.* The 
tax operates as follows: 

(1) Except for a few types of ex- 
cluded groups, such as churches, ex- 
empt organizations are taxed on the 
net income received by them from un- 
related trades or businesses carried on 
regularly. Note that the business must 
be both unrelated and carried on in a 
regular way. Income received from 
such sporadic sources as bazaars and 
fairs is not included. Also, income 
from a business which is substantially 
related to the activities of the charity, 
is not subject to the tax. For example, 
a rehabilitation organization is not car- 
rying on an unrelated business when 
it sells the articles made by persons 
under its care. Similarly, a hospital 
that charges fees to a class of its pa- 
tients, is not engaged in an unrelated 
business. The relationship, however, 
must be substantial. A college that 


1C. F. Mueller Co. v. Commr., 190 Fed. (2d) 120 (3d Cir., 1951). 
2 Roche’s Beach v. Commr., 96 Fed. (2d) 776 (2d Cir., 1938). 


8 Sec. 502, IRC of 1954. 
4 Sec. 504, IRC of 1954. 


£955 


407 











lax Aspects of Exempt Organizations 


runs a factory, and incidental thereto, 
has its business students practice ac- 
counting by doing the books, is never- 
theless engaged in an unrelated busi- 
ness. 

(2) In arriving at gross income 
from unrelated business, the statute ® 
specifically excludes income from such 
sources as 

(a) dividends, annuities, interest 

(b) royalties 

(c) rents (except from business 
leases—discussed in Section 
Il) 

(d) capital gains and losses 

(e) research 


(3) To arrive at unrelated business 
taxable income, those expenses directly 
connected with the operation of the 
business are deducted. In addition, a 
deduction for contributions is permit- 
ted. Where the exempt organization 
is a corporation, the 5% limitation 
exists. Exempt trusts are permitted 
charitable deductions of up to 20-30%. 

(4) Finally, a specific deduction of 
$1,000 is permitted. 

(5) The rates of tax are similar to 
the corporate rates for incorporated 
charities, and the personal rate for 
trusts. 


II—Business-Lease Income 

The second area of abuse by exempt 
organizations was the sale and lease- 
back arrangement. 

Trading on their exempt status, non- 
profit organizations would buy real 
property and lease it back to the for- 
mer owners at better terms than a les- 
sor subject to tax, as the rentals paid 
to the charity would be exempt from 
tax. In many instances, the purchase 
was made through substantial borrow- 
ing, with only a relatively minor por- 

5 Sec. 512(b), IRC of 1954. 
6 Sec. 514, IRC of 1954. 


7 Sec. 514(b) (3), IRC of 1954. 
8 Sec. 514(b) (3) (B), IRC of 1954. 
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tion invested by the charity. Congress 
feared that, left unchecked, a good 
portion of business property would 
eventually be owned by non-profit or- 
ganizations, and thus remove renial 
income from taxation. 

To correct this abuse, business leases 
(known as Supplement U leases under 
the Revenue Act of 1950) were made 
subject to tax.® 

The tax on business leases is as fol- 
lows: Only leases of real property and 
personal property leased in connection 
therewith, for a term of more than 
five years are subject to the tax, pro- 
vided there exists a business lease in- 
debtedness with respect to the prop- 
erty at the end of the taxable year. 
Where the lease contains an option for 
renewal, the period of such renewal 
is included in the term of the lease. 

The statute provides for some spe- 
cific exemptions? : 

(a) where the lease is entered into 
for a purpose substantially related to a 
function of the charitable organization 
(except fund raising). For example, 
if a hospital leases part of the hospital 
to a group of doctors to be used as a 
clinic, such lease income would not be 
taxable. 

(b) where the organization leases 
premises in a building primarily de- 
signed for its own occupancy. 

Where the charitable organization 
rents only a part of the property under 
long-term leases, then such leases are 
taxed only if one of the following four 
conditions exists®: 

(1) the rents derived from the long- 
term leases constitute 50% or more of 
the rents derived from the property 
during the year; or 

(2) the area occupied by long-term 
leases at any time of the year repre- 
sents more than 50% of the area 
leased at the time ; or 
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(3) the rent derived from one ten- 
ant under a long-term lease represents 
more than 10% of the total rents de- 
rived from the property; or 

(4) the area occupied by one tenant 
under a long-term lease represents at 
any time of the year, more than 10% 
of the total area rented at that time. 

3efore such long-term leases are 
subject to tax, a business-lease indebt- 
edness must exist at the end of the 
year with respect to the leased prop- 
erty. 

Such business-lease indebtedness is 
defined as follows?®: 


(1) money borrowed by the lessor 
to finance the purchase or improve- 
ment of the income producing prop- 
erty; or 

(2) money borrowed by the lessor 
prior to the acquisition or improvement 
of the property, for such acquisition or 
improvement—that is, the money was 
borrowed for that very purpose; or 

(3) money borrowed after the 
acquisition or improvement, if the in- 
debtedness would not have been in- 
curred but for such acquisition or im- 
provement, and the incurrence of such 
indebtedness was reasonably foresee- 
able at the time of such acquisition 
or improvement. 

It is important to note, at this point, 
that where property is donated or be- 
queathed to a charity after July 1, 
1950, subject to a mortgage, such mort- 
gage constitutes business-lease indebt- 
edness, and _ business-lease income 
from such property would be subject 
to tax.1° 

Business-lease income subject to tax 
is arrived at as follows: 


(1) a percentage relationship of 
business-lease indebtedness to the ad- 
justed basis of the property at the end 
of the year is determined. 

(2) This percentage is applied 
against the net income derived from 

9 Sec. 514(c) (1), IRC of 1954. 

10 Sec, 514(c) (2), IRC of 1954. 
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business leases. Such net income is 
the gross business lease income re- 
duced by operating expenses, taxes, 
interest and depreciation. Where only 
a portion of the lease income is from 
business leases, then the deductions 
are allocated accordingly. 

The exempt organization which de- 
cides to seek rent income from leased 
property subject to a_business-!ease 
indebtedness must now carefully plar 
its leasing for the possible tax effects. 
In addition, the financing of the in- 
debtedness must also be arranged with 
a view to the possible tax conse- 
quences. For example, a higher tax 
paid in later years would result where 
the indebtedness is not reduced annu- 
ally, for that would cause the per- 
centage of business-lease indebtedness 
over adjusted basis to. increase each 
year. 


III—Misuse of Charitable Trusts 
and Foundations 


The third area of abuse by exempt 
organizations was the use of trusts 
and foundations by their donors or 
creators and their families for sub- 
stantial personal benefits. Funds were 
being borrowed from the exempt or- 
ganization at low rates of interest. 
Members of the donor’s family were 
made officials of the foundation at ex- 
cessively high salaries. Other founda- 
tions were not distributing their funds 
for exempt purposes, but accumulating 
them instead, to make available large 
sources of capital in future years. 

To correct these and other misuses 
of tax exemption, Congress prohibited 
certain transactions and accumulations, 
with appropriate penalties for viola- 
tions. In general, these prohibitions do 
not apply against the public supported 
charities such as religious organiza- 
tions (other than trusts), hospitals, 
and schools, but rather against pri- 
vately supported exempt organizations 
such as trusts and foundations. 


409 











Tax Aspects of Exempt Organizations 


First-—as to the prohibitions: 

They prohibit the creators or sub- 
stantial contributors to a trust (or 
their families) from engaging in any 
one of the following transactions??: 

(1) Borrowing funds meant for 
charitable purposes for unreasonably 
low rates of interest or inadequate 
security. 

(2) Receiving unreasonable com- 
pensation. 

(3) Making purchases and sales not 
at arms length. And finally—a catch- 
all prohibition against: 

(4) Engaging in any other trans- 
action which results in a substantial 
diversion of income or corpus of the 
trust. 

The penalties for engaging in any 
of these prohibited transactions are as 
follows: 

(1) Exemption for exempt trusts is 
denied for years subsequent to that in 
which the Secretary of the Treasury 
notifies the organization that it has 
engaged in a prohibited transaction. 
However, if the transaction was en- 
tered into for the purpose of diverting 
a substantial portion of the organiza- 
tion’s assets or income from exempt 
purposes, exemptions may be denied 
retroactively. Provision is made to 
regain exempt status by appropriate 
application to the Secretary, which 
satisfies him that the organization will 
not again knowingly engage in a pro- 
hibited transaction. 

(2) Contributions to the trust are 
disallowed after the Secretary has noti- 
fied the organization that it has en- 
gaged in a prohibited transaction. 

(3) The deductions for charitable 
contributions by non-exempt trusts 
under Section 642, normally unlimited, 
is limited to 20%. 

Now as to accumulations.” 

To prevent trusts and foundations 
from unreasonably accumulating funds 


"11 Sec. 503(c), IRC of 1954. 
12 Sec. 504, IRC of 1954. 
13 Secs. 6033 and 6034, IRC of 1954. 
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that were intended for charitable pur- 
poses, the following rule has been en- 
acted: 

Exemption is denied an otherwise 
exempt organization where its income 
accumulated during the year or prior 
years and not paid out is: 


(1) unreasonable in amount or du- 
ration in order to carry out the char- 
itable purposes ; 

(2) used in a substantial degree 
for other than charitable purposes; or 

(3) invested in a way to jeopardize 
the interest of the charitable benefici- 
aries, 

As for non-exempt trusts accumu- 
lating income as above, they are pen- 
alized by having their charitable de- 
ductions limited to 20%, or the amount 
of income actually paid out for chari- 
table purposes during the year, which- 
ever is smaller. This limitation lasts 
as long as the condition lasts, that is, 
if the accumulation is unreasonable, 
the only way to escape the limitation 
in future years is to distribute enough 
of the accumulated income. 

In addition, returns which disclose 
the extent of accumulations must be 
filed, and made available to. the pub- 
lic.13 Such disclosure is intended to 
serve two purposes. First, full public 
disclosure encourages distributions and 
second, it is useful to the Treasury 
Department in helping it ferret out 
prohibited transactions. 


Summary 

We have now seen some of the ways 
in which exempt organizations are 
taxed and restricted. It is clear that 
such organizations must be even more 
careful than they have been lest they 
find themselves with a possible loss 
of exemption. Transactions must be 
reviewed by charities not only from 
the point of view of the income to be 
yielded by them but also from the tax 

(Continued on page 439) 
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Current Trends in Accounting—X 


By Leo Rosensium, C.P.A. 


Some Capsules Reflecting Modern Practices 
and Current Problems and Conditions 


Practitioners’ Problems 


“Your Accounting Practice 
is Valuable” 


Robert Brydon, III, writes on “Con- 
tinuing a Public Accounting Practice” 
in The Virginia Accountant.’ He asks 
whether an accountant’s practice will 
be a total loss at his death or whether 
his widow will realize maximum value ; 
whether the practice will dwindle 
away if the practitioner becomes ill; 
whether the partnership agreement will 
protect the practitioner’s interests in 
any emergency; who will look after 
clients’ affairs if the practitioner suf- 
fers an accident; whether their in- 
terests will be protected against loss; 
who will protect the confidential nature 
of the accountant’s relationship with 
his clients. 

Mr. Brydon’s article was written 
following a request from the Com- 
mittee on Continuity of Practice of the 
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Virginia Society of Public -Accoun- 
tants. It reflects another state so- 
ciety’s realization that ways must be 
found to continue a public accountant’s 
practice in case of his death or ex- 
tended illness. The accounting prac- 
tice, says Mr. Brydon, represents a 
valuable asset; partners can make pro- 
vision in their partnership agreements 
for the contingencies envisaged in this 
article. 

Individual practitioners who do not 
employ assistants—it is to be noted— 
face most acute problems in the event 
of illness or disability. 

The Virginia practitioner also dis- 
cusses briefly the subject of valuing a 
practice. I*inally, he reports the activ- 
ities of his state society’s Committee 
on Continuity of Practice. 


Price of a Practice 


If there is a single figure for the 


‘number of years’ gross fees which 


measures the price of an accounting 
practice, cited more frequently than 
any other, it is one year’s gross fees. 
Of course, there are variations from 
this. And even as to this figure, the 
period over which payment would be 
made is sometimes extended to as 
much as two or three years, or even 
longer. 

On the subject of rules of thumb 
for valuing a practice, here are the 
comments of Frederick A. J. Couldery 
(a British accountant to whose work 
this column has made frequent refer- 
ence) on “the custom of valuing and 
selling accountancy practices on the 
basis of 2% years’ gross recurring 


1 Vol. VIII, No. 3, January, 1955, pp. 31-36. 
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fees’? (presumably a figure used with 
some frequency in England) : 

“There is no apparent relationship be- 
tween fees and profits, yet this arbitrary 
measure is seldom challenged. It makes no 
allowance for the size of the practice, the 
capital employed therein, the type of work, 
or the notional ‘remuneration’ of the prac- 
titioner. Yet it survives.” 


“Do You Solemnly Swear...” 


Here is some advice for accountants 
about to go on the stand as expert wit- 
nesses, Offered by T. A. Hamilton 

Jaynes, chartered accountant, who 
writes “On Being an Expert Witness”, 
in The Accountant.’ 

The witness should know his case 
thoroughly. He should review his re- 
port time and again “until he can al- 
most remember the individual figures.” 

Further, the accountant should re- 
member that his function in court is 
“to answer questions on his opinions 
as an expert”; “he is not on this side 
"a 

Also, the witness should try to an- 
swer the questions in straightforward 
fashion; try to make his responses 
understandable to laymen ; must “never 
be tempted to answer one question 
with another question.” 

It will comfort accountants to learn 
that “although it may not appear so 
..., there is much sympathy on the 
part of the judge and counsel, who are 
well aware of the difficulties of being 
an expert witness.” 


Housekeeping 


In a paper on “Systems for Public 
Accounting Firms’* Dennis A. Wil- 
son, CPA, a partner in Waller & 
Woodhouse, Norfolk, Virginia, dis- 
cusses the “difficult mental adjustment 
to lay aside work on clients’ books for 


which revenue is collected, and devote 
non-productive time to one’s’ own 
books.”® 

He recommends improved filing sys- 
tems for accountants’ offices; methods 
of assigning and forecasting work; 
procedures for handling tax returns; 
ways to handle time and cost records; 
machines for reproducing reports and 
tax returns. 

Mr. Wilson points out that “al- 
though the accountant appears to be 
more conscious today of the need for 
paying more attention to his house- 
keeping duties, it is undoubtedly true 
that this part of his business does not 
generally get enough attention.” 


Help in Picking Your Staff 


“Evaluation of Accounting Person- 
nel’, a description of the American 
Institute of Accountants’ testing pro- 
gram to improve procedures for the 
selection of accountants, is the title of 
an article by Harold Howarth, Assis- 
tant Educational Director of the 
American Institute of Accountants.® 

Mr. Howarth discusses the ques- 
tions: 

“How does your company select per- 
sonnel for its accounting department? 

“What techniques does it use in ap- 
praising personnel after employment? 

“Are its personnel decisions 
founded upon a broad base of infor- 
mation about each employee?” 

He considers the nature of these 
accounting tests; how the tests are 
used in business and industry; how 
the tests are administered and scored. 

The writer also provides a selected 
bibliography including works by Rob- 
ert Jacobs, Arthur FE. Traxler, Ray- 
mond G. Ankers, Harold R. Caffyn, 
The Institute’s Committee on Selec- 


2 Correspondence in The Accountant, Vol. CXX XII, No. 4189, April 2, 1955, p. 379. 

% Vol. CXXXII, No. 4182, February 12, 1955, pp. 178-179. 

4The Virginia Accountant, Vol. VIII, No. 3, January, 1955, pp. 5-12 (based upon an 
address before the 1954 Annual Meeting of the Virginia Society of Public Accountants). 

5 Mr. Wilson attributes this statement to Ralph D. Mayo, who wrote “some years ago”. 

86 The Controller, Vol. XXIII, No. 3, March, 1955, pp. 116-118, 138. 
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tion of Personnel, The  Institute’s 
Committee on Accounting Personnel, 
and Professor Leo A. Schmidt. 

It is pointed out that “until fairly 
recently, testing for one important 
segment of management personnel — 
accountants — has been restricted 
usually to the use of general measures 
of intelligence, interests, and the like, 
in the absence of coordinated tests de- 
signed specifically for this area.” Mr. 
Howarth indicates that his purpose is 

“to describe the manner in which this gap 
in testing has been filled by the develop- 
ment of a specialized testing battery and 
to suggest ways in which any organization 
employing accounting personnel can use 
these new tests effectively—as many mer- 
cantile, industrial and professional firms 
are now doing.” 


Mr. Howarth reports how sev- 
eral companies employed the tests — 
“one [company] as an integral part of 
extensive personnel procedures, the 
other for a special purpose” — and 
points out that these “will suggest the 
usefulness of the tests to business con- 
cerns”. 

In all, the tests help reduce the area 
of “errors of judgment made in the 
selection, placement and advancement 
of personnel”. Such errors are ex- 
pensive, 

“can constitute waste of valuable human 

as well as financial resources . . especially 

. in connection with managerial positions 
for which extended periods of company 
training, formal or ‘on the job’, are neces- 


sary before really productive work com- 
mensurate with salary paid is possible.” 


The Accountant in Court 
“Legal Hazards” 


The “Legal Hazards:in Public Ac- 
counting” are outlined by Saul Levy, 
CPA, of our Society, in the May, 
1955 issue of The Journal of <Ac- 
countancy.* 

From the point of view of “gen- 
erally accepted auditing standards,” 
Mr. Levy notes, the CPA’s profes- 


TVol. 99, No. 5, May, 1955, pp. 37-39. 
1955 


sional opinion may be summarized 
this way. The opinion is: that of an 
expert ; is independent ; is informed ; is 
technical — , 1.e., “the statements are 
presented in accordance with gener- 
ally accepted principles of accounting 
applied on a basis consistent with that 
of the previous year’; is a candid 
opinion. 

Turning to “practical aspects” of 
the subject of accountants’ responsibil- 
ity, Mr. Levy notes that: 

1. Accountants must deal with “the 
menace of hindsight wisdom” in 
defending their audit work. 

2. Accountants constantly use judg- 
ment in their work and in formul- 
ating their opinions, and “must be 
prepared to show that it was a 
reasonable judgment, . . . informed 

. and exercised in all good faith.” 

3. Juries have played a decisive role 
in litigation concerning accoun- 
tants’ liability, passing on issues 
involving negligence, fraud, reli- 
ance and damage. Thus, it is es- 
sential that accountants “establish 
and clarify the standards and cri- 
teria by which our work should 
be judged . . . ”—otherwise such 
points are left “in the area of un- 
certain facts, with a jury of lay- 
men resolving the uncertainty oc- 
cording to their own lights.” 

4. Each audit engagement brings 

about.a client contract; limitations 

on the scope of audit should be 

confirmed. . 

Accountants’ working papers are 

very important in litigation involv- 

ing accountants. 

6. Where both detailed and con- 
densed reports are issued, they 
should be considered carefully, 
“should be reviewed and issued 
simultaneously,” if possible. The 
reviewer should make sure that 
there are no inconsistencies be- 
tween the reports and that noth- 
ing material is omitted from the 
condensed report, lest it be charged 


cm 
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later that this report was mislead- 
ing. 


Mr. Levy’s conclusions include the 
observation: “Actual cases have much 
to teach us. What has happened in the 
past, can happen again.” 

California Report 

In another paper on this subject, 
Professor Richard M. Heins, Assis- 
tant Professor of Insurance at the 
University of California at Los An- 
geles, observes that the legal respon- 
sibilities of accountants are at last 
“being determined and firmly estab- 
lished in the common law of Cali- 
fornia.’’® 

While some of the cases discussed 
are California cases, they should be of 


interest to our readers, since, as the 
professor points out, 
“Under the rules of stare decisis .. ., 


the procedural and substantive law an- 
nounced by these cases will be cited for 
many years to come in suits against ac- 
countants in this state as well as other 
states. Their impact on the development 
of the common law cannot be minimized.” 
Heins notes that 


Thus Professor 


“the probabilities of suit are actually in- 
creasing each year rather than decreasing 
for the public practitioner. As each case 
establishes the legal standards of conduct 
and gives greater meaning and definition 
to professional responsibility, the individ- 
ual accountant becomes more vulnerable to 
suit. Continued. professional o_—— can 
mean only more civil liability cases. It is 
likewise apparent that each new case gen- 
erates the interest and issues for new liti- 
gation. Once a legal remedy for injured 
clients is recognized and successful in one 
case, it can be expected that others will 
follow their footsteps and pursue their 
legitimate or in some instances fictitious 
rights.”9 
The professor observes that other 
professional men—physicians and sur- 
geons — have been compelled to join 
defense societies against the serious 
development of lawsuits against them: 


“These informal organizations hire spe- 


8 “Professional Liability in Public 
countant, Vol. XVII, No. 3, March, 

9 Thid., p. 30. 

10 Vol. 99, No. 5, May, 
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1955, p. 78. 


Accounting,” 


1955, pp. 28-46. 


cialized legal talent to coordinate the de- 
fense of individual practitioners and to 
minimize the financial burdens of the liti- 
gation. Special national and local com- 
mittees have been formed to educate the 
practitioners to the dangers of liability 
suit, and to research ways and means of 
avoiding needless exposure to the liability 
risk.” 

This may become necessary, he points 

out, for accountants, too. 


Readers will find particularly im- 
portant the seventy-three references 
supplied in this article, as well as this 
list of “other practical questions still 

unanswered” 

“How should the contract for services 
be framed and worded to minimize the 
probabilities of suit based upon breach of 
contract? What specific positive action 
may an accountant take to avoid costly 
errors caused by carelessness or honest 
mistakes of himself or his employees in 
professional judgment? How should the 
working papers be prepared to increase 
their value in the defense of a suit rather 
than enhance the plaintiff's position in 
bringing: suit? What steps may be taken 
in advance of the possible legal action to 
reduce the financial consequences of suit? 
What role should accountants’ liability 
insurance play in the loss prevention or 
minimization program? Which insurance 
contract best meets the total liability ex- 
posure?” 


Keeping Tabs On Work Under Way 


The Journal of Accountancy" pre- 
sents a “Client Information Record,” 
contributed by Messrs. Habif and 
Arogeti, accountants, of Atlanta, 
Georgia. 

The firm worked out a looseleaf 
form to reflect a “running inventory” 
of clients’ work under way or com- 
pleted. The form contains this in- 
formation: name of client; address; 
names of owners; fiscal year; regular 
fee or rate charged ; date of first en- 
gagement; auditors to whom the work 
was assigned ; comments ; and finally, a 
large section reflecting the date the 
work was completed. This section is 
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made up of a series of items repre- 
senting the work to be done, listed 
at the left side of the sheet ; across the 
page are provided columns for the 
years, ¢.g., 1955, 1956, 1957. 

The information tabulated down the 
left side of the page includes the fol- 
lowing: annual audit; bookkeeping; 
income tax return (State, Federal) ; 
intangible returns; FICA returns (1st 
quarter, 2nd quarter, 3rd quarter, 4th 
quarter); unemployment compensa- 
tion returns (1st quarter, 2nd quarter, 
3rd quarter, 4th quarter, annual fed- 
eral return) ; domestic corporation in- 
come tax return; corporation registra- 
tion return; ad valorem tax return; 
sales tax (January through December 
—by months); other work. 

Through a series of symbols (X, 
indicating that the company is required 
to perform the item, and O, indicat- 
ing that the company is not to do this 
unless specifically asked to), the sta- 
tus of the work on the various items 
listed is determinable readily. 


Publicity 

Florida 

Tampa, Florida accountants were 
the beneficiaries of newspaper pub- 
licity in March advertisements by the 
Exchange National Bank of Tampa, 
which ran two quarter-page ads in 
both of Tampa’s daily newspapers.1 

The advertisements drew attention 
to the “importance of competent ac- 
countant’s services in all business mat- 
ters.” Other ads were scheduled for 
April. 


Illinois 

The Illinois Society of CPAs News- 
letter!* reports the suggestion of the 
Society’s Public Relations Committee 
that the State societies write pamph- 
lets for banks, telling the story of the 
CPA and his services. The banks 





would, in turn, send the pamphlets to 
their customers. 

The City National Bank, Chicago, 
was to publish the first booklet this 
Spring, sending 5,000 copies to its 
Trust Department mailing list. 

The same Committee recommended 
that the Society’s Board of Directors 
employ a Chicago Public Relations 
firm to study the Society’s public re- 
lations program; hold talks with ac- 
countants ; present an evaluation ; offer 
ideas for future use. 


Public Relations 


“Practitioner,” a correspondent to 

The Accountant'® suggests that while 
“over the years, the scope of the account- 
ant’s work has greatly increased, ...a 
large part of his potential clientele remains 
in almost complete ignorance of the multi- 
tude of services which he is capable of 
offering.” 

The correspondent suggests that 
just as in recent years articles pre- 
sumably written by capable practition- 
ers have appeared in the public press 
frequently and regularly, describing 
almost every aspect of the work of 
physicians and surgeons, correspond- 
ing methods should be employed by the 
accountancy profession to publicize its 
work. This, “Practitioner” points out, 
could result in “greatly increased use- 
fulness and prosperity” for the mem- 
bers of our profession. 

The articles on medicine are “au- 
thoritative, interesting and, above all, 
free from technical terms... | ;] they 
do for the individual medical prac- 
titioner what he is forbidden to do 
for himself... .” 


A Boost For Local Practitioners 


A common provision in trust and 
other indentures relating to financing 
is the requirement that the records be 
audited by a “nationally known firm.” 


e | Plovida Certified Public Accountant New s Notes (bulletin of the Florida Institute of 


a , Vol. IV, No. 12 


April 8, 1955, p. 3 


, April, 1955, p. 2. 


18 Vol. CXXXII, No. 4181, February 5, 1955, p. 164. 


1955 


415 











Current Trends in Accounting—X 


The American Institute of Account- 
ants Newsletter'* reports that the in- 
dustrial securities committee of the 
National Association of Investment 
Bankers has recommended substituting 
for this requirement one that accounts 
be audited by “a CPA or firm of 
CPAs acceptable to the parties.” 
Should they fail to agree, the auditor 
would be selected by a trustee. 

The recommendation emanates from 
the Institute’s executive committee, 
‘is the result of nearly a year’s cor- 
respondence and negotiation by the 
public relations department.” 


Emergency Aid For CPAs 

Henry L. Stern, Connecticut CPA, 
offers a “C.P.A. Emergency Com- 
mittee Report” dealing with the acti- 
vities of the Connecticut Society of 
CPAs’ Bridgeport area members in 
implementing the Society’s plan for 
offering emergency aid to CPAs who 
became ill, or to their families, upon 
the CPA’s death.?® 

He describes the procedures fol- 
lowed by the Committee: 

(1) CPAs were requested to or- 
ganize their office work-schedules and 
record-keeping in such fashion as to 
facilitate continuance in case of ill- 
ness or other emergency; (2) The 
CPA was to inform his secretary, 
family or next of kin so that the 
Committee would be called on in the 
event of necessity; (3) The Com- 
mittee would undertake, when called 
upon to do so in an emergency, the 
management of a member’s entire 
practice, arranging to assign the work 
to such members in the area as the 
Committee selected. Where a_prac- 
titioner or his representative had in- 
dicated a preference as to the assign- 
ment, the preference would be fol- 
lowed; (4) While it was agreed that 
the substituting accountant make a 
charge for the work, the Committee 
arrived at no definite formula on this 
point. 


14 Vol. 6, No. 4, April, 1955, p. 3 


All accountants in the area were 
asked to respond to a list of questions 
so that the Committee might learn 
if there was sufficient interest in the 
plan. As a result there would be 
available a roster of those willing to 
participate. 

When only about a dozen respoiises 
had been received, the Committee was 
apprised of the death of a local C!’A, 
The Committee soon found that while 
the sale of a living accountant’s prac- 
tice was not difficult, “it becomes diff- 
cult and sometimes impossible to sell 
a dead man’s accounts, since a client’s 
resistance to... a man being foisted 
on him cannot be easily overcome.” 

A test of the effectiveness of the 
plan came with this news of the sud- 
den death of a member of the Society. 
The Committee found the accountant’s 
records, files and work papers in or- 
derly condition, and undertook these 
steps: (1) Each client was called on 
the telephone and apprised of the plan, 
being requested to “stand by for a 
few days, with the assurance that he 
would be taken care of promptly and 
efficiently ;” (2) The member’s widow 
signed a letter confirming that the 
Committee was authorized to act in her 
behalf. She also requested the clients 
to cooperate; (3) The Committee sent 
details of the plan to all CPAs in the 
area; (4) Local CPAs were asked to 
write a letter to the Committee indi- 
cating their approval of the plan and 
their willingness to go along in the 
event the member’s clients requested 
that they be offered the accounting 
work; (5) A list of “consenting” 
CPAs was sent to the clientele and 
they were asked to select the account- 
ants they preferred; (6) When the 
replies and instructions were received, 
the deceased accountant’s papers were 
turned over and a formal receipt ob- 
tained. 

The compensation for the practice 
was “a sum equal to one year’s re- 
ceipts from... clients ;” payment was 


15 The Connecticut CPA, Vol. 18, No. 3, March, 1955, pp. 8-9. 
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to be made quarterly over a period not 
to excced five years.” In the case out- 
lined, the widow chose to receive pay- 
ments over a three-year period. 

The above material on the activi 
ties of the CPA Emergency Com- 
mittee of the Connecticut Society was 
also presented in The Alabama CPA 
for April 1, 1955.16 


Are Your Juniors Bored? 


L. Haigh, chartered accountant, sug- 
gests methods of counteracting the 
feeling of boredom on the part of staff 
members caused by the performance 
of “routine operations” over a long 
period.1* He concedes that some bore- 
dom “is inevitable when one is en- 
gaged on a routine operation for some 
time;” suggests that seniors explain 
the exact purpose of the job to the 
juniors: “how it fits into the general 
scheme of the audit. ... ” He also 
advises that the senior describe the 
client’s business to the audit staff, and, 
where possible, discuss the last report 
with them: this “would probably be 
beneficial to the senior also.” 

The staff, Mr. Haigh states, should 
be encouraged to “use imagination and 
try to ‘get behind the figures.’ 

Also, the senior should do some of 
the routine work himself; “even a 
short period creates the feeling . . 
the whole of a ‘heavy job’ is not being 
given only to one or two people.” 

Mr. Haigh is all for the rotation of 
auditors. He concedes that “this is not 
usually welcomed either by the firm 
of auditors or the client. The former 
naturally dislike an increase in time 
spent on the audit and the latter dis- 
like having to explain to new... 
[staff members] matters which have 
been explained previously. In spite of 
these objections these suggested occa- 
sional moves will certajnly help to 


- 2 


avoid a feeling of ‘staleness’. 





16 \ 


He also suggests this somewhat re- 
volutionary practice (by American 
standards in large firms, as this col- 
umnist knows them): “to allow the 
man on the job himself to see the 
partner, instead of the | super- 
visor’s or senior’s] seeing him.” He 
comments further: “Another sugges- 
tion that would help to remove the 
feeling of frustration is for the part- 
ners to visit more — not only the 
directors, but also their own audit 
staff while they are doing the audit, 
and thus reduce the remoteness be- 
tween partners and staff.” 

In his days as a staff member, this 
columnist found most heartening the 
occasional presence of a partner at 
the scene of the audit. It is indeed 
inspiring to the juniors and semi- 
seniors to find a partner taking time 
to discuss with them, however briefly, 
some phase of the work they are 
doing. 


Internships: 


The Journal of Accountancy'® has 
published the “Statement of Standards 
and Responsibilities under Public Ac- 
counting Internship Programs,” pre- 
pared by the Committee on Account- 
ing Personnel of the American Insti- 
tute of Accountants and the Commit- 
tee on Internship of the American Ac- 
counting Association. The Statement 
outlines the purposes of the intern- 
ship, namely, 

“To enable the student to take up learn- 
ing with more purpose and value upon 
returning to school. 

To give maturity and confidence to the 
student. 

To help the school place graduates. 

To provide a desirable trial period, to 
the advantage of both the student 
and the employer. 

To improve the school’s curriculum.” 


This is followed by indication of 
the responsibilities of the employer: 


Vol. V, No. 3, pp. 12-19. See, also, “Cooperation Among Individual Practitioners in 


Emergencies”, by Albert Krauter, in The New York Certified Public Accountant, Vol. 


XXIV, No. 9, September, 1954, pp. 546-549. 


17 “Staff Problems on Large Audits,” correspondence in The Accountant, Vol. CXXXII, 


No. 4187, March 19, 1955, pp. 323-324. 


18 Vol. 99, No. 4, April, 1955, pp. 74-76. 
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“To inform school and student about 
salary, expenses, etc. 

To pay a fair salary. 

To see that student gets a clear under- 
standing of work rules and standards 
of professional conduct. 

To provide student with varied assign- 
ments. 

To give students adequate supervision. 

To evaluate the student’s work and to 
discuss results with him. 

To furnish a report to the school.” 


The responsibilities of the school 
are also noted: 
“To provide qualified students. 

To act as channel of communication be- 
tween student and employer to brief 
the student on standards for the 
junior accountant. 

To require student reports.” 


Finally, the student’s responsibili- 
ties: 
“To take the job seriously. 
To treat clients’ affairs as confidential. 
To accept the opportunity to learn.” 


The Committees welcome comments 
and suggestions on the Statement. 


Aids to Clients 


Shopping Centers: “How Much 
Rent... and for What?” 


Much Rent and for 


“How 
What ?” 

Is your client contemplating moving 
to a suburban shopping-center ? What 
rental must he be prepared to pay? 

Is your client operating from’ a 
shopping-center? What rent do other 
tenants in his line of business pay? 

Harry E. Martin, Field Editor of 
Chain Store Age, examines shopping- 
center leases; looks into lease pro- 
visions and rentals in “How Much 
Rent... and for What?” in the May, 
1955, issue of the Administration Edi- 
tion of the publication.’ 

There are “endless variations and 
ramifications” to the subject, he points 
out. The matters which leave lessors 
and lessees unsatisfied include cost fac- 
tors and the question whether mini- 
mums should be based on front foot- 






19 Vol. 31, No. 5, pp. 30-34. 
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age or square footage or a combina- 
tion. 

Mr. Martin presents three lease 
tables “collected through the coopera- 
tion of center developers in a_half- 
dozen metropolitan trading areas . . .” 
The tables show, by types of retail 
business, the rental percentages on 
sales and the monthly minimum 
charged per front foot. They cover 
this wide range of shopping center 
tenants: bakery; bank; barber shop; 
beauty salon; candy (popular priced 
line; national chain); card and gift 
shop; children’s store; department 
stores (junior type; national chain — 
junior type; major type) ; drug store 
(large self-service type; conventional 
type; independent); dry-cleaners 
(popular price; well known — higher 
price range) ;. dry-cleaner with shoe- 


repair service; fabrics; furniture; 
grocery; hardware; jewelry (local; 
national chain — including small ap- 


pliances) ; meat; men’s wear (men, 
boys’ clothing, furnishings; haber- 
dashery) ; optical dispensing; restaur- 
ant (family type; counter type, deli- 
catessen — luncheonette) ; savings and 
loan association; shoes (national 
chain-family stock; local chain — 
family stock ; women’s — with hosiery, 
handbags and accessories); sporting 
goods; variety; women’s wear (lin- 
gerie; lingerie — national chain; ap- 
parel — national chain; apparel — 
wide range of stock; local dress shop). 


Clients Are Taking to the Hills 


Be prepared to discuss with clients 
the advantages and disadvantages of 
moving to the suburbs. Department 
stores, chain stores, factories, and 
now, book publishers and distributors 
have found the countryside more at- 
tractive than the big crowded cities. 
Large tracts of space are available 
near turnpikes and super-highways. 
Good labor forces, sometimes re- 
cruited through the part-time service 
of housewives, are obtainable. Ware- 
housing and distribution are simplified. 
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One of the country’s largest busi- 
ness book publishers has moved its 
warehouse and distribution center 
from the lower west side of Manhat- 
tan to a location near the Palisades 
across the river in New Jersey; and, 
recently, “one of the largest publishers 
of trade and textbooks leased 
50,000 square feet of space ... in 
Zelleville | N.J.]”.2° This movement 
was accompanied by another change, 
the company announcing that “its 
printing operations will be halted and 
_.. future printing will be done under 
contract,” a move designed to reduce, 
or at least set a limit upon, costs. 
Colored Checks 

The Controller?! contains an inter- 
esting account of a payroll bank ac- 
count reconciliation plan which incor- 
porates colored checks as aids. 

A. C. Belgard, Assistant to the 
Controller of the Doehler-Jarvis Di- 
vision of National Lead Company, of 
Toledo, Ohio, describes his plan ina 
letter to the editor of the publication. 

Mr. Belgard employed ‘‘a method of 
reconciling wherein the auditor’s test- 
check method could be used”. Describ- 
ing his work, he states: 

“T realized that if we had a pay roll 
bank account for one specific pay period, 
and deposited in that account only the total 
pay for that period, and if all the pay 
checks were cashed, we would eventually 
wind up with a bank statement of that ac- 
count with no balance. Accordingly, the 
problem was one of how to segregate spe- 
cific pay periods on the bank’s books. 
Since all types of checks come in a variety 
of colors, I decided to use color as the 
means of segregating”. 

The correspondent’s company used 
more than 270,000 pay checks during 
the first ten months of operating the 
plan, and made detailed reconciliations 
for something over half the accounts. 
Most interesting to our readers will 
be Mr. Belgard’s comment: “Currently 
we make detailed reconciliations in 
less than 10% of the cases”. 








“0 “Scribner’s Leases Space in New Jersey,” 


15, 1955, 


Ideas Beyond the Audit and 
Tax Functions 


Addressing the National Office 

Management Association at Hamilton, 
Ontario, Canada, last winter, C. K. 
MacGillivray, chartered accountant, 
offered “An Evaluation of The Audi- 
tor’’.** He described several situations 
in which accountants aided _ their 
clients in fields somewhat distant from 
straight accounting and audit work. 
For example, in preparing a manufac- 
turing statement for a company whose 
manufacturing processes were rela- 
tively few, the accountant noted the 
unusually high percentage of indirect 
labor to cost of finished product. Mak- 
ing use of the procedures that he had 
observed in the factory of another 
client, he suggested revisions in the 
location of plant departments and of 
warehouses; in the use of lift trucks 
and stacking techniques. Employing 
a firm of industrial engineers to look , 
into the suggestions, the client intro- 
duced changes which resulted in size- 
able savings. 
. In another case a comptroller indi- 
cated his concern about the size and in- 
crease in administrative expenses, 
though volume was quite level. The 
independent accountant reviewed the 
forms in use; redesigned over half of 
them; provided for additional copies 
in some cases, and the elimination of 
other forms; recommended the open- 
ing of a stenographic pool, which ef- 
fected savings through reducing the 
number of employees; planned a con- 
solidation of the filing system; re- 
arranged the office layout, freeing 
offices which were then rented to pro- 
duce revenue. 

Mr. MacGillivray advised that when 
the client calls on the auditors for 
ideas “beyond their audit and tax fune- 
tions” there should be a definite finan- 
cial arrangement concerning this addi- 
tional service. Accountants 


news item in The New York Times, April 


“1 Vol. XXIII, No. 4, April, 1955, pp. 156, 158. } 
“2 The Canadian Chartered Accountant, Vol. 66, No. 4, April, 1955, pp. 215-221. 


1955 











“will tend to... 
analytical, 
management plans 
would be « 


Current Trends in 


| become] more observant, 
and critical of procedures and 
and policies than they 
idinarily on an ordinary audit 


engagement when struggling to keep their 


audit hours down and to meet 
schedule.”’23 
Mr. MacGillivray 
restions to management concerning its 
‘lations with auditors: 


Oo 
5 
re 

a © 

? 

a; 

1 

.. 

6. 

/. 

8. 


a tight time 


made these sug- 


special time-consuming ad- 
an understanding 
apart from that 


For any 
visory function, have 
with them for a fee 
for the audit. 


At the outset and at intervals, discuss 
with them the matters which either 
client or auditor thinks need examina- 
tion or review, a 
Specifically authorize any detailed in- 
vestigation they may wish to make, 
before they proceed to spend a lot of 
time on it. 


Have them make their reports in 
writing. 
If possible, avoid importuning them 


for special advice in the busy months 
from January to April inclusive. 


Supply them with copies of special 
reports, important letters, or othe 
documents which relate to managerial 
functions and may help them to com- 
prehend fully your plans and policies. 


If your financial year end is Decem- 
ber 31, and your natural year end is 
ra other time, change from Decem- 
ber 31, to that ‘other ‘date 


If you feel you need to cut down on 
the audit fee to afford the consulting 
fee, perhaps you can. Try obtaining 
a pad of the auditors’ working papers 
and having your own staff prepare 
for ~_ trial balances thereon at the 
year end, and also prepare such sched- 
ules and analyses of inventories, de- 
ferred charges, changes in fixed assets, 
accrued liabilities, etc. as the auditors 
may need. Avoid feaving imbalances 
for the auditors to find; maintain the 
system of internal check fully and ef- 
fectively and reduce audit tests; have 
carbon copies of minutes and other 
verification papers made for them; 
and take such other means of helping 
the auditors economize on their audit 
as they may suggest.’ 


23 Ibid., p. 220. 


24 Tbid., pp. 
25 Vol. 
26 The 
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220-221. 
CXXXII, No. 4191, 
Arthur Young Journal, Vol. 
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Costs 
Marginal Costing 


Allen J. G. Sheppard, economist, 
‘Marginal Costing in Busi- 
in The Accountant.” 

The treatment of overhead cost, this 
writer notes, “had always been one of 
the most difficult problems of cost ac- 
countancy”. Iconomists define mar- 
ginal cost as “the addition to total cost 
resulting from the production of one 
more unit of output”. 

On the other hand, observes Mr. 
Sheppard, the accountant “usually dis- 
tinguishes between fixed costs ... and 
variable costs . . . and measures mar- 
ginal cost as the average variable cost 
of output” 

Providing a table reflecting the dif- 
ference in marginal cost under each of 
these definitions, Mr. Sheppard goes 
on to the discussion of the arguments 
in favor of marginal costing as well as 
the limitations of this costing proce- 
dure. He concludes 


discusses ‘ 
ness” 


“Perhaps practical research into 
the methods and results of marginal cost- 
ing would allow its present contested pro- 
posals to mature into a more widely ac- 
cepted practice. This would mark 
another major step forward in the field of 
industrial accountancy.” 


Direct Costing 

“A Study of Direct Costing” is the 
title of a paper by Edwin H. Baldrige 
of the Pittsburgh Office of Arthur 
Young & Company, CPAs.7¢ 

After describing the origin of the 
term direct costing ; discussing the cur- 
rent interest in this method oF costing ; 
explaining the underlying theory; de- 
scribing how a direct costing system 
operates; exploring the claimed ad- 
vantages of direct costing ; comparing 
direct and conventional absorption 
costing; and sketching the resultant 
inventory valuation problem, Mr. Bal- 


April 16, 1955, pp. 419-421. 
2, No. 4, April, 1955, pp. 13-19. 
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drige presents in a single, concise para- 
graph, his conclusion that: 

“Reduced to its simplest form direct 
costing is a separation of costs into fixed 
and variable components predicated on the 
theory that costs which are the result of 
the passage of time and do not fluctuate 
with the level of production should not be 
allowed to affect cost of sales or inventory 
valuation. The basic idea is not new. The 
current interest in the topic is largely a 
matter of whether or not the philosophy 
of direct costing should be incorporated in 
the books of account and financial state- 
ments. If some of the present objections 
to the use of the method for financial re- 
porting and tax purposes are eliminated, 
it may be expected that the use of direct 
costing will increase to a point where it 
becomes recognized as an accepted method 
of cost and inventory accounting.” 


Cutting Costs: Collaboration 


A case study on cost reduction in a 
carpet factory is provided by G. E. 
Morden, general manager of the 
Brinton-Peterboro Carpet Company, 
Limited.27 Under the cost accounting 
system introduced, the company now 
obtains monthly inventories which per- 
mit: monthly profit and loss  state- 
ments; process costs on a monthly 
basis ; labor control data on a cost per 
pound or per unit in process—on a 
weekly basis ; overhead control data on 
a monthly basis. 

The cost reduction program was un- 
dertaken upon the Company’s dis- 
covery that operations for the first six 
months of the fiscal year had resulted 
ina loss much greater than anticipated. 
Management presented the problem to 
the department heads. Meetings were 
then held with foremen and ideas so- 
licited concerning possible solutions in 
the various department areas. Since 
the department head and _ foremen 
group comprised some thirty people, 
meetings were held with sub-groups 
of six. 

The sub-groups were asked to sug 
gest five methods of effecting cost re 
duction; some twenty-seven areas of 


possible cost reduction were presented. 
Union cooperation was solicited: “we 
said we would likely be doing a num- 
ber of things they normally would re- 
sist, but that they could help if they 
would avoid creating resistance in some 
of these areas as long as we were not 
crossing lines of principle.” Then the 
company corresponded with employees, 
“advising them of the situation”. 


In an effort at getting down tc 
cases, seven groups were formed. 
These were made up of department 
heads and foremen in each area “to 
investigate the possibilities of imple- 
menting the cost reduction suggested in 
their own areas.” Out of all of this the 
company was able to bring about cost 
reduction in excess of $50,000. 

The following were among the new 
procedures which resulted : 

“1. Shortened the break period and ar- 


ranged it so that the foremen had 
much better control. 

2. We purchased some new cleaning 
equipment which cost $500, but per- 
mitted us to release two people. 

3. We had the truck driver work inside 
when he wasn’t involved in taking care 
of necessary transportation and, as a 
result of this and other moves, were 
able to reduce the staff by one more 


person. 
ee our watching schedule provided 
for 23%4 hours of watching when the 


mill was running. By re- scheduling, 
we were able to save this time. 

5. We arbitrarily reduced floor sweepers 
from three to two and re-assigned 
their areas of responsibility. 

6. We reduced the floor help in other 
areas and solicited the support of the 
remaining hourly paid people, and in 
some cases, pieceworkers, to pick up 
the load that was left. 

7. We changed the piecework arrange- 
ment in some areas in order to pro- 
vide more practical incentive.”28 


Finally, Mr. Morden considers the 
question of how “to keep the cost re- 


duction programme rolling without 


making it too much of a burden on the 
administration people”. The procedure 


Mt Cost oui Management, Vol. XX1X, No. 3, March, 1955, pp. 96-101 (address before 
the Peterboro Chapter of the Society of Industrial and Cost Accountants of Canada). 


“8 Thid., pp. 100-101. 
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adopted included discussion “with the 
foremen on the job and department 
heads concerned [as to] what detail of 
labour and overhead control data they 
want and how . . . they want it pre- 
sented”. Here it was desired to deter- 
mine whether such computations could 
be presented on a cost per pound basis 
or a cost per unit basis; whether they 
should be issued weekly, monthly, or 
at other intervals. 


Standards . 


The South African Accountant 
provides a case study concerning cost 
accounting for the refrigerator manu- 
facturing division of a company.”® 
The contributor, F. G. Beard, South 
African Registered Accountant and 
Auditor, finds that the inefficiency of 
many factories is caused by the time 
lost between operations, rather than the 
excess time in actual performance. 

Mr. Beard discusses procedures for 
setting up standards ; the calculation of 
standard costs ; how to obtain increased 
productivity through using standards ; 
material control; control of the use of 
labor and machinery ; and the valuation 
of work in process. 

He provides schedules of : (1) Daily 
Productivity, including an analysis of 
lost time (both in hours and cost) and 
its causes; and (2) Daily Utilization 
of Machinery—including an analysis 
of stand-by time and the cost of loss 
due to inefficient operation. 


A Tool for Managers 


“What is the proof of the usefulness 
in management of the products of an 
accounting system?” asks Wilson T. 
Seney, of McKinsey & Company, 
Management Consultants, of New 
York, in an article entitled ‘“Account- 
ing—A Tool for Managers”, in the 
N.A.C.A. Bulletin. The proof is 


“9 Beard, F. G., “Increasing Productivity 
March, 1955, pp. 20-25. 


found in statements like these: when 
a sales manager or plant manager, 
speaking of data placed in his hands 
through a report or conversation, says, 
“Now I have a chance to know the 
effects of what I’m doing”; or when 
the president comments, “It’s wonder- 
ful to be able to explain our position 
clearly to the members of the board”; 
or when all agree, “How did we get 
along before we had these figures 7”! 

Mr. Seney points out these six com- 
ponents of a good cost accounting sys- 
tem: 


(1) Chart of accounts 

(2) Standard data 

(3) Stated forecast budget 

(4) Stated allowed flexible budget 
(5) Accounting for actual costs 
(6) Variance analysis 


Defining the flexible budget as one 
that “differs from the forecast budget 
primarily in being made up after the 
fact,” he points out that the flexible 
budget offers three advantages over 
the forecast budget: First, individuals 
whose performance is being measured 
feel that a much fairer yardstick is 
being employed ; second, “variance an- 
alysis and the explanation of why ac- 
tual results differ from plan are sim- 
plified’; and, finally, the operating 
reports are clearer to those who re- 
ceive them—‘the reader is not con- 
fused by a favorable or unfavorable 
impact attributable solely to volume 
when he is trying to gauge efficiency 
of operation.”*? 

On the fifth component, “accounting 
for actual costs”, it is noted that man- 
agers should be apprised about actual 
costs as soon as possible after the 
event; also, there should be proper 
cutoffs of charges and credits, per- 
mitting costs for a period to be as- 
signed properly to the work of the 


by the Use of Standards”, Vol. I], No. 1, 


30 Vol. XXXVI, No. 7, Sec. 1, March, 1955, pp. 891-903. 


31 Tbid., p. 903. 
32 Thid., p. 96. 
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period. (“This precision of accounting 
for actual cost is important in helping 
the manager to hold people accountable 
for accomplishments”. ) 

Dealing with variance analysis, this 
author cautions, concerning the assess- 
ment of responsibility for variances: 

“First, there are limits to the degree to 
which individual responsibilities for vari- 
ances can be assigned. For example, the 
cost at which a product is made by the fac- 
tory manager may have some influence on 
the volume and profits produced by the 

sales manager. Second, always analyze a 

variance and find out what caused it before 

jumping to conclusions about responsibility 
for it.” 


Auditing 
Modernizing Government Auditing 


Comprehensive audits, made at the 
site of operations where accounts are 
maintained, represent a new technique 
in United States Government General 
Accounting Office Auditing.*® As 
qualified personnel become available 
such audits are being extended to all 
agencies of the Government. 

Its object being to determine “how 
well the agency under audit has dis- 
charged its financial responsibility’, 
the audit is made up of 5 significant 
aspects: 1) preliminary survey; 2) re- 
view of adequacy and effectiveness of 
management or internal control over 
the activities of the agency; 3) deter- 
mination of significance and extent of 
deficiencies; 4) examining and _ veri- 
fying financial data, accounts and 
transactions ; 5) reporting. 

In the preliminary survey these 
points are reviewed: 1) the laws under 
which the agency operates; 2) history 
and background of the agency; 3) 
purposes of the agency; 4) agency 
organization; division of duties and 
responsibilities ; delegations of author- 
ity; 5) agency activities: nature and 
scope; 6) assets: nature, investment, 
and location; 7) field offices; 8) per- 


sonnel; 9) general policies; 10) oper- 
ating methods: general description; 
11) important unresolved problems of 
the agency. : 

In reviewing the effectiveness of 
controls the auditor seeks information 
on these points: 1) adherence to poli- 
cies of agencies; 2) compliance with 
statutes and regulations; 3) effective- 
ness of internal control; 4) determin- 
ation of degree to which the interests 
of the Government are being promoted 
and protected. 

Concerning the discovery of de- 
ficiencies: management should be in- 
formed immediately in an effort to 
eliminate inefficiencies and wasteful, 
extravagant practices. 

The objects of the examination of 
financial data are: 1) determination 
whether resources and financial trans- 
actions are appropriately recorded and 
accounted for; 2) testing reports and 
financial. statements for reliability, 
completeness and fairness of presenta- 
tion; 3) determination whether laws 
and regulations are being followed; 
4) provision of basis for settlement 
of accounts of officials. 

Reports are considered as media for 
the transmission of information or re- 
commendations concerning improve- 
ments and corrective action. 

From the above account it may be 
concluded that there are “many simil- 
arities to . . . [the procedures and 
purposes] in. . . examinations by pro- 
fessional accountants endeavoring to 
satisfy the needs of clients and busi- 


” 
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Statement on Auditing Procedure #23 


The Pennsylvania Institute of 
CPAs’ “Pennsylvania CPA Sphokes- 
man’’*4 notes that 5 states — Arizona, 
California, Georgia, Oregon, and 
Pennsylvania — “have included State- 
ment #23 in their state board code” 
of professional conduct. 


33 Decker, Irwin S., “Modern Auditing in Government”, in The Certificate (publication 


of the District of Columbia Institute of CPAs), Vol. XI, No. 8, April, 1955, pp. 1, 3. 
34. Vol. XXV, No. 7, April, 1955, p. 11 (based upon the April, 1955 issue of the Bulletin 


of the Robert Morris Associates). 
1955 
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At a meeting earlier this year, the 
Committee on Professional Ethics of 
the American Institute of Account- 
ants agreed to refer to the Institute’s 
Council next August the point whether 
the reporting standards noted in the 
Statement should be incorporated in 
the Institute’s rules of professional 
conduct. 


School Authorities 


John P. Hodgkin discusses pro- 
cedures in “Auditing a Pennsylvania 
School Authority” in the Pennsylvania 
CPA Spokesman.*® The Authorities 
are specially constituted bodies organ- 
ized under the Municipal Authorities 
Act of 1945 (Pennsylvania Public 
Law 382, as amended). They issue 
bonds and build schools with the pro- 
ceeds, sites being purchased either by 
the Authority or by the school district. 
Thereafter the Authority collects rent 
from the school district for a period 
long enough to pay its expenses and 
retire the bonds. 

First, Mr. Hodgkin points out, the 
accountant should read the trust in- 
denture and the lease carefully. These 
accounting matters — among others — 
may be covered in the indenture: bond 
redemption table; data concerning set- 
ting up of sinking fund, debt service 
fund or other special fund; require- 
ments concerning investment of sur- 
plus cash; disposition of investment 
income; application of rental receipts. 

secause of the relatively small num- 
ber of transactions on the books of 
the Authority, detailed audits will gen- 
erally be desirable. 

The accountant’s report should con- 
tain a summary of the assets and lia- 
bilities of the Authority and an in- 
come and expense statement, both in 
comparative form. Also, a statement 
of sources and disposition of funds; 
a statement of unexpended contracts; 


r 


Current Trends in Accounting—X 


and comparisons of actual and biidg- 
eted figures. 


Confirmations 


S. B. Heard, CPA, writes on 
“What, Why and Rules of Audit Con- 
firmations” in The Louisiana Certi- 
fied Public Accountant." He reports 
a telephone call from a client of ten 
years’ standing, suggesting that as a 
basis for reducing the audit fee by 
speeding up the work, the client pre- 
pare the audit confirmations; prepare 
the customers’ statements; compare 
them with the ledger; balance them 
against the control; stamp them with 
the audit firm’s request for confirma- 
tion; and then stuff the envelopes and 
mail the statements. This would save 
time for the accounting firm and 
money for the client! 

Mr. Heard discusses the function 
of the confirmation requests; how to 
undertake them; rules concerning the 
handling of confirmations of accounts 
receivable; the treatment of responses. 
He makes some suggestions designed 
to increase the enthusiasm of recipi- 
ents of confirmation requests for send- 
ing in the responses. Some account- 
ants, it appears, “use up all available 
space with large rubber stamps.” This 
annoys clients’ customers who expect 
to make computations of cash dis- 
counts and similar notations on the 
statement forms. 

Mr. Heard refers to suggestions 
made several years ago in J. M. Foss, 
CPA’s article on “How to Lose Clients 

.’ in The Journal of Accountancy. 
Mr. Foss pointed out that many ac- 
counting firms do not supply a return 
address; fail to enclose return envel- 
opes; or omit to put stamps on the 
return envelopes; provide forms on 
which no space has been left for sup- 
plying the details sought; enclose en- 
velopes smaller than the forms which 
must be inserted. 


35 The Journal of Accountancy, Vol. 99, No. 5, May, 1955, p. 12. 
36 Vol. XXV, No. 6, March, 1955, pp. 4-5. 


37 Vol. XV, No. 2, February, March, 1955 
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Banks 


A new book titled “Bank Audit- 
ing’”’®* has been written by Marshall C. 
Corns, a management consultant and 
advisor to banks on operating, policy, 
auditing, accounting, internal control, 
management, and administrative prob- 
lems. His book is based on some 25 
years of bank experience, including 
both that work, and service in positions 
from clerk to bank president in city 
and country banks. Although the book 
is intended primarily to delineate “the 
responsibilities of directors, and the 
functions and procedures which can be 
followed by the Directors Examining 
Committee or the bank’s own Auditor 
in setting up internal controls and op- 
erating a comprehensive audit pro- 
gram”, it is also designed to guide 
“public accountants and others engaged 
in auditing work for banks” in the 
conduct of audits and periodic exam- 
inations undertaken for directors and 
stockholders. 

The book is made up of fifty-three 
chapters. The first five contain intro- 
ductory matter, including data on the 
responsibilities ot directors, prelimin- 
ary steps, and terminology. Chapter 
VI deals with the audit program in 
general. In this brief chapter the 
author describes the contents of each 
of the succeeding chapters. The latter 
are arranged to show the accounts in- 
volved; the types of recapitulations, 
transcripts, charts, and _ schedules 
needed ; the procedure to be followed 
by the auditor; and the type of ques- 
tionnaire to be used in reviewing the 
work. Chapters VII through XLIX 
cover the audit of the bank’s various 
accounts and departments. 

Chapters L and LI deal with the 
planning of the audit program and the 
execution of the audit, Chapter LII 
containing an outline of the audit re- 
port. The final chapter (LIII) con- 
tains the “Audit Routine Schedule”, 
which reflects the account numbers ; the 


titles of the accounts to be audited; 
the frequency of audit; and a blank 
column for insertion of the month dur- 
ing which the audit of the particular 
account is to be undertaken. 


Accountants will find particularly in- 
teresting the 76 exhibits (running 
from pages 285 through 357) which 
include, among many other forms, 
copies of the confirmation forms to be 
used by the accountants and income 
and expense schedules. 


Cooperatives: 43 Points 


Martin L. Black, Jr., CPA, writes 
on “Audits of Cooperatives” in the 
North Carolina Association of Certi- 
fied Public Accountants’ bulletin.®® 
Editor of The Cooperative Accountant, 
Mr. Black is also professor of account- 
ing at Duke University, and a vice- 
president of the American Accounting 
Association. 


He reproduces the text of a pam- 
phlet on audit reports for cooperatives, 
prepared by the Columbia Bank for 
Cooperatives, Columbia, South Caro- 
lina. In a section on “Audit Com- 
ments”, the bank offers some 45 num- 
bered paragraphs of suggestions con- 
cerning the contents of the audit re- 
port, introducing these with the com- 
ment: “ ... we are not trying to say 
how an audit should be made but are 
merely stating what information we 
want and how we would like to have it 
presented.” The bank also observes: 
“We know that there is the important 
matter of cost to the client. Some 
small organizations just cannot pay the 
cost of a complete and comprehensive 
audit report while others are hard to 
convince that to have such reports pre- 
pared is good business. Nevertheless, 
before we can make loans we must 
get the information-in some way or 
other. Naturally we prefer to have it 
presented in a neatly prepared certified 
audit report.” 


48 Bankers Publishing Company, Cambridge, Massachusetts, 1955, 378 pp. 


88 April, 1955, 6 pp. 
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Internal Auditing 


Reports in the Big Leagues 

Ford Motor Company internal audit 
reports, notes H. E. Alspach, General 
Auditor of the company,*® are usually 
made up of these five sections: (1) 
Opening Paragraph; (2) Introduc- 
tion; (3) Scope of Examination; (4) 
Results of Examination; (5) Detailed 
Comments. 

Ford reports use “the exception 
method”; the auditors report to man- 
agement only the unsatisfactory items, 
on the theory that “this method of 
reporting directs attention to those 
areas requiring correction and . in 
the absence of adverse comments . . . 
the reader may assume that other areas 
are satisfactory”. 

The company auditors use essay or 
narrative form, and present financial 
statements and schedules only in un- 
usual circumstances, ‘‘where the use 
of such information is essential in re- 
porting the results of the examination.” 

Concerning the detailed comments 
in reports, it is the auditor’s practice 
to present them under major account 
classifications, for example, Cash, Ac- 
counts Receivable, or Inventories. As 
far as is practicable, short titles cap- 
tion the deficiencies reported. 

Where corrective measures have 
been undertaken before the report is 
completed, these are noted in the re- 
port. A “recommendations” section is 
supplied, reporting corrective action re- 
quired, or, where action has been taken 
only in part, the necessary additional 
work. 

Minor deficiencies caused by clerical 
errors or inadvertent deviations from 
prescribed procedures are not included 
in the formal reports. Instead, the 
auditors submit informal written lists 
of such items to the Controller for use 
in bringing about corrections. 


“cedures 


The reports must be timely: “stand- 
ards require that a report be issued 
not later than 6 working days after 
completion of the audit field work”, 
This standard is generally equalled or 
improved upon. 

As our readers have doubtless con- 
cluded, this makes necessary starting 
the report before the audit is finished. 
Thus, “the senior auditors are en- 
couraged to write up their findings as 
the job progresses.” 

To make certain that the internal 
audit personnel will be familiar with 
changes in company policies and pro- 
a memorandum is issued to 
all auditors ev ery two or three weeks, 
outlining all procedural changes. In 
addition, these memoranda include ex- 
cerpts from audit reports illustrating 
new auditing techniques as well as new 
procedural developments and reporting 
methods. 

Periodically, the auditors are called 
to the Detroit area for formal train- 
ing sessions, as new technical devel- 
opments or other circumstances make 
these necessary. Finally, every two 
or three years, the company holds a 
full week conference of its traveling 
and local auditors. 

Don’t Stop with the Diagnosis 

Systems work in internal auditing 
should be combined under one gen- 
eral supervisor, suggests Warren M. 
Albert, Assistant to the Vice Presi- 
dent of the Magnolia Petroleum Com- 
pany, in a talk before the Tulsa Chap- 
ter of the Institute of Internal Audi- 
tors. He considers the nature and 
objectives of internal auditing and sys- 
tems work to be similar; finds that 
the education, training, experience and 
personal characteristics of a good sys- 
tems man and a good internal audi- 
tor are similar; considers it desirable 
to have one man carry the job through 
to completion; and, likewise, advan- 


*Crguiiention and Administrative Policies of An Internal Audit Department”, paper 
delivered at a meeting of the Twin Cities Chapter of the Institute of Internal Auditors, in 


The Internal Auditor, Vol. 12, No. 
41 Tbid., pp. 45-49. 
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Current Trends in Accourting—X 


tageous to have one department head 
responsible for both functions. Fur- 
ther, he believes that a combined de- 
partment produces better men for pos- 
sible future executive positions and 
that the overall result is economical 
operation. 

Internal auditors should not limit 
themselves to being diagnosticians: 
they are often criticized as being 
themselves “too prone to criticize and 
condemn an installation,” when they 
cannot suggest a better one. 

Mr. Albert quotes Charles Ketter- 
ing of General Motors: “We have a 
lot of people revolutionizing the world 
because they never have had to present 
a working model”. 


Taxation 
Charitable Contributions 


A Novel Approach 

Prentice-Hall’s Accountant's W eekly 
Report* reports this ingenious printed 
appeal for contributions made by “a 
neighborhood charity that combines 
spring house-cleaning and income tax 
deductions”, in seeking contributions. 

The charity observes: “It’s smart 
to give away your usable throw- 
aways’, and points out that contribu- 
tions of such merchandise are deduc- 
tible for income tax purposes, just 
like cash contributions. 

The organizations provide a_ tag 
imprinted as follows: 


For — (name of charity) 
Irom: 


[] Please send tax statement. 


On request, the charity will send a 
receipt, noting the value of the con- 
tribution. This will support the de- 
duction should it be questioned. 

Deductibilty of Dues 

The same publication*? summarizes 
Revenue Ruling 55-70 as follows: 

Where dues are paid for the enjoy- 
ment of an organization’s facilities, 
services or privileges, no deduction is 
permissible. However, should mem- 
bership in a charitable organization 
be “merely nominal and . . . [give] 
the members no special services or 
privileges, dues are generally treated 
as charitable contributions.” 

It is also to be noted that should 
members be invited to occasional so- 
cial functions “as an expression of 
gratitude or for the solicitation of ad- 
ditional funds”, this will not dis- 
qualify the dues as a contribution. 


Extraordinary Income 


J. B. C. Woods, CPA, of our So- 
ciety, writes on the “Taxation of Ex- 
traordinary Income” in Taxes.*4 

He discusses capital gains; long- 
term compensation ; other kinds of ex- 
traordinary income; amelioration for 
tax on fluctuating income; ameliora- 
tion for “sporadic” income; and he 
considers “the problem of extraordi- 
nary income.” 

Proposing a “rebracketing” of ex- 
traordinary income or extraordinary 
losses—‘‘a more equitable method of 
taxation”—Mr. Woods diseusses it in 
detail. 


(To be concluded in the August issue) 


42, Vol. 13, No. 32, Sec. 1, April 25, 1955, p. 2. 


43 [bid., Vol. 13, No..27, Sec. 1, March 21, 


44 Vol. 33, No. 5, May, 1955, pp. 353-369. 


1955 


1955, pp. 2-3. 
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Conducted by BENJAMIN Harrow, C.P.A. 


Distribution Out of Capital Surplus 


A corporation reappraises its as- 
sets and creates a capital surplus. The 
corporation had no earned surplus. A 
distribution is made out of the capital 
surplus so created. One of our mem- 
bers wants to know why such a divi- 
dend should be taxed to the stock- 
holder as an ordinary dividend rather 
than a capital gain. 

It shouldn’t be, since it is not a 
distribution out of earnings and pro- 
fits. According to the State income 
tax law! and regulations? such a dis- 
tribution is a return of capital and to 
the extent that it exceeds the basis of 
the stock it is a capital gain. This is- 
sue was litigated in the Tax Court 
recently? and commented on by us 
in two recent issues of the Tax 
Forum*.. We also called attention to 
the fact that the 1954 Revenue Code® 





BENJAMIN Harrow, C.P.A., has 
been a member of our Society since 
1928, and a member of the Ameri- 
can Institute of Accountants since 
1922. He is a member of the New 
York Bar and Professor of Law at 
St. John’s University. 

Mr. Harrow is a past Vice-Presi- 
dent of the Society. He is a past 
Chairman of the Committee on Pub- 
lications and of the Committee on 
State Taxation. He is also a mem- 
ber of the Institute’s Committee on 
Federal Taxation. 

Mr. Harrow is engaged in prac- 
tice as a certified public accountant 
and attorney in his own office in 


New York City. 











1 Sec. 350.8. 
2 Art. 66. 

3 George M. Gross & Anna Gross et al. vy. Commissioner, 123 T.C., No. 97. 

4Vol. XXV, No. 3 (March, 1955) p. 176; Vol XXV, No. 4 (April, 1955) p. 240. 
5 Sec. 312 j. 





attempts to classify such a surpius, if 
it related to a government loan 
(F.H.A. 608 projects, for example) as 
earnings and profits. 

It was our opinion that this pro- 
vision could be attacked as unconsti- 
tutional for the reason that Congress 
was attempting to call income an un- 
realized appreciation in the value of 
property. The Sixteenth Amendment 
provides that Congress may tax in- 
come from whatever source derived, 
but what it may tax must first be in- 
come. The taxpayer may question the 
validity of the provision on the greund 
that an unrealized appreciation is not 
income. 

The provision is vulnerable on an- 
other ground. The classification of a 
capital surplus arising out of an un- 
realized appreciation in value of prop- 
erty as earnings and profits is “pal- 
pably arbitrary.” That in our opinion 
would be unconstitutional under the 
Fourteenth Amendment. An improper 
classification has been construed as 
taking property without due process 
of law. 


Notifying the State Tax Commission 
of Federal Changes 


Within ninety days after a_ final 
determination by the Treasury Depart- 
ment of changes in federal net income, 
a taxpayer is required to notify the 
State of such changes. One of our 
members would like to know if such 
notification is required where the 
change consisted of a disallowance of 
a capital loss. Such disallowance re- 
sulted in an additional tax for the par- 
ticular year and for the succeeding 
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year because of the reduction in the 
capital loss carryover. 

In our opinion, notification is re- 
quired. Presumably the disallowance 
of the capital loss by the Treasury 
Department did not affect the State 
tax paid. The State does not allow any 
deduction of a capital loss against or- 
dinary income. However, under the 
State income tax law, a net capi- 
tal loss may be carried over as a de- 
duction from capital gains for five 
succeeding years until the loss has 
been absorbed. The State Tax Com- 
mission, therefore, should be notified 
of the federal change since such 
change may affect returns for future 
years. 


Joint Return and Separate Returns 


Husband and wife file a joint fed- 


| eral return and separate New York 


The Treasury Department 
disallows a deduction. One of our 
members wants to know how the 
change affects the New York returns. 

The joint return combines the in- 
come and deductions of two taxpayers. 


returns. 


| If the disallowed deduction was one 


that the husband originally took and 
included in the joint return, then the 
disallowance affects only his New 
York State return. If the deduction 
was one that both husband and wife 
had incurred and included in the joint 
return, then both separate New York 
returns would be affected. The tax- 
payer will notify the State Tax Com- 
mission of the federal change to the 
husband’s return, the wife’s return or 
both. The State will have no difficulty 
in determining the proper taxpayer. 


Unilateral Disallowance of a 
Deduction 


The Income Tax Bureau disallowed 
an item of $400, deducted for travel- 
ing and entertainment expenses, by 
sending a notice of assessment based 
on such disallowance. The gross in- 
come consisted of wages in the amount 


1955 


of $8,000. The item could be substan- 
tiated, but the taxpayer decided ‘it 
would be preferable to pay the small 
additional assessment. 

One of our members would like to 
know if the action taken by the tax- 
payer increases the possibility of a 
similar assessment in the following 
year. Certainly, but the taxpayer 
should have resisted the assessment. 
Presumably the deduction looked like 
an estimate that could not be substan- 
tiated. Such a deduction was intended 
to be included in the optional deduc- 
tion of 10% or $500, allowed to all 
taxpayers. The taxpayer may still file 
a claim for revision if that is done 
within one year of the assessment. 
The fact that the taxpayer did not 
protest the disallowance in one year 
will not prevent him from protesting 
the following year. 


Reporting a Federal Change That 
Results in a Refund 


One of our members asks the fol- 
lowing question: Where a federal 
change in net income results in a 
refund of federal tax and the tax- 
payer duly notifies the State Tax Com- 
mission, is the Commission obligated 
to make a refund to the taxpayer, 
where the State law follows the fed- 
eral on the item resulting in the 
federal refund? Also, if refund by 
the State is not obligatory, on what 
basis does it decline to do so? 

Presumably the taxpayer has noti- 
fied the Tax Commission of the fed- 
eral change by filing Form 115. The 
revised tax computation on this return 
will show an overpayment of tax and 
the return itself becomes a claim for 
revision. The Tax Commission is not 
obliged to accept the federal change, 
just as the taxpayer is not required to 
agree to the federal change for State 
tax purposes. If the Tax Commis- 
sion does not accept the federal change, 
the taxpayer is entitled first to an 
informal hearing and then to a formal 
hearing. 


429 








New York State Tax Forum 


Transportation Companies 

Such companies are subject to a 
franchise tax under Sections 183 and 
184 of Article 9. One of our members 
would like to know if a transportation 
company would be reclassified if it 
has outstanding loans receivable, simi- 
lar to a real estate corporation. A 
transportation company is a company 
formed for or principally engaged in 
the conduct of aviation, railroad, canal, 
steamboat, ferry, express, , omni- 
bus, trucking, taxicab, ..., and every 
other company principally engaged in 
a transportation or transmission busi- 
ness. 

There is no provision in the law for 
reclassifying a transportation company 
because one of its activities involves 
lending money. In that respect the law 
is not as severe as it is in the case of 
a real estate corporation. 


Procedure for Revision of Tax 

One of our members would like to 
know if an additional assessment must 
be paid where a taxpayer files an ap- 
plication for revision (lorm IT, 113). 
Until recently the Tax Commission 
has not insisted on payment of the as- 
sessment where an application for re- 
vision is pending. if payment is made 
first, it has been the practice of the 
Commission not to assess interest. Re- 
cently the Tax Commission has been 
insisting upon immediate payment of 
the assessment to safeguard its inter- 
ests. 

Such a procedure is quite harsh and 
inequitable. A taxpayer should have 
an opportunity to be heard on any 
proposed assessment before he pays 
it. . That procedure is available to a 
taxpayer under the federal code. He 
receives a hearing before the group 
chief, the Appellate Division, and even 
the Tax Court before paying any pro- 
posed deficiency. 

Purchasing Stock of a Real Estate 

Corporation 

One of our members wants to know 
if the purchase of stock of a real 
estate corporation results automatically 
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in reclassification of the real cstate 
corporation. Such a purchase need not 
necessarily result in a reclassification, 
If the stock is owned or controlled 
directly or indirectly by a business cor- 
poration and any material part of the 
property of the real estate corpora- 
tion is used or occupied in the con- 
duct of the business of the business 
corporation, then the real estate cor- 
poration becomes taxable as a business 
corporation. That provision is con- 
tained in Section 211.4 of Article 9A, 
The taxpayer may be permitted or re- 
quired to file a combined report. 


Meaning of “Substantially All the 

Capital Stock” 

l‘or Section 211.4 to become oper- 
ative, the business corporation or the 
same interests must own substantially 
all the capital stock of the real estate 
corporation. One of our members 
wants to know what is meant by “‘sub- 
stantially all.” Does ownership of 90% 
of the stock make the corporation 
vulnerable? No. Substantially all 
means 95% of the stock. The Regula- 
tions probably had in mind the federal 
requirement under the 1939 Code of 
95% ownership to permit the filing 
of a consolidated return. 

Section 211.4 also speaks of direct 
or indirect ownership or control. The 
Tax Commission does not state spe- 
cifically what= it means by direct or 
indirect control. It considers each case 
on the facts and the provision has 
purposely been made broad in order 
to avoid easy evasions. Indirect con- 
trol would be a control of the real 
estate corporation through a_ wholly 
owned subsidiary of the business cor- 
poration, or through ownership of 
both corporations by the same in- 
terests. ; 


The Partnership as a Taxable 
Entity Under the Unincorporated 
Business Tax 
A partnership is subject to the unin- 

corporated business income tax as all 

entity. If partnership A is itself a 

member of another partnership, B, 
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partnership A’s active participation in 
partnership B is not considered a part 
of its business activities as a taxable 
entity, although it is taxable upon its 
distributive share of income earned by 
partnership B. That appears to be the 
holding of the Appellate Division in a 
recent case.® 

In that case seven individuals were 
members of partnership A. The part- 
nership was a member of another part- 
nership B, which included one addi- 
tional individual. Partnership B did 
business within and without the state 
and was entitled to an allocation of its 
income for unincorporated business in- 
come tax purposes. Partnership A 
itself did business only within New 
York except insofar as it actively par- 
ticipated in partnership B. It received 
its distributive share of the profits of 
the B partnership. In filing its tax 
return for unincorporated business in- 
come tax purposes, partnership A allo- 
cated the income it received from part- 
nership B on the theory that as an 
active partner in partnership B, it was 
“carrying on” business wherever the B 
partnership did business.* 

The State Tax Commission denied 
the right to an allocation to the A part- 
nership, and the Appellate Division® 
confirmed the action of the State Tax 
Commission. 

In our opinion the decision runs 
counter to an established principle of 
partnership law, namely, that a part- 
ner is deemed to carry on business 
wherever the partnership of which he 
(or it) isa member does business. The 
same Appellate Division, in Matter of 
Chapman v. Browne, 268 App. Div. 
806 (3rd Dept. 1944), appeal denied, 
293 N. Y., 933, applied that principle 
to a non-resident taxpayer, holding 
that she “carried on” business in this 
state, within the meaning of Section 
351 of the Income Tax law, because 
the partnership in which she was a 
limited partner did business in this 





state. And the Court of Appeals, in 
People ex rel. Badische Fabrik v. 
Roberts, 152 N. Y., 59 (1897), applied 
the same principle, for purposes of 
the franchise tax, to a foreign corpora- 
tion, holding that it was “doing busi- 
ness” in New York because it was a 
limited partner in a New York part- 
nership. 

In the instant case, however, the 
Appellate Division declined to apply 
this same principle to a situation in 
which the “partner” (partnership A) 
is itself a partnership and separately 
taxable as such. The decision appears 
to be irreconcilable with People ex rel. 
Badische Fabrik v. Roberts, supra, in 
which the Court of Appeals applied the 
principle to a “partner” which was 
itself a corporation and taxable as 
such, 

As a result of this decision, the 
state taxing authorities have been per- 
mitted to have their cake and eat it 


too. The principle operates to pull non- 


resident individuals and other business 
entities within the taxing jurisdiction, 
as in the Chapman and Fabrik cases. 
But resident partnerships may not have 
recourse to the principle for the pur- 
pose of allocating distributive shares 
of income earned outside New York 
State. 

It should be noted that in situations 
of this type, where overlapping part- 
nerships are involved, the extra tax 
may be avoided by setting up partner- 
ship B as one between the individuals 
of partnership A (rather than the part- 
nership entity) plus the additional 
members. The profits of partnership 
B would then be distributed directly to 
its individual members, thus by-passing 
partnership A altogether. In that 
event, partnership A would not be in 
receipt of any income from partner- 
ship B, and would accordingly pay no 
unincorporated business income tax 
upon any of partnership B’s distribu- 
tions. 


4 Lincoln Cromwell et al. v. Spencer E. Bates et al., 135 N.Y.S. 2d, 534 (1954). 
7 To be entitled to an allocation of income under Sec. 386-g, of 


the Unincorporated 


Business Tax law, a taxable entity must establish that it “carries on” business outside New 


York State. 


8 An appeal to the Court of Appeals was denied. 
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Office and Staff Management 


A forum for the exchange of views and information on all 
aspects of the administration of an accounting practice. 
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Conducted by Max Brock, C.P.A. 


Circulating Reading Material 
Among Staff 

°very accounting firm receives some 
tax, accounting, and business literature 
that is worthy, even mandatory, of 
circulation among staff members. 
Various procedures are followed, some 
more effective than others, with vari- 
ances in cost to the firm. 

Some variation is necessary de- 
pendent on the nature of the material. 
lor example, the major tax service 
reports must be filed as promptly as 
possible to keep the services up to 
date. Tax news letters, on the other 
hand, do not present this problem. 
Magazines, such as The New York 
Certified Public Accountant and the 
Journal of Accountancy, and trade 
publications, also receive different 
handling. 

Dealing with the above material in 
inverse order the following procecures 
are submitted for consideration by 
practitioners : 


Accounting Magazines 

Each staff member should have a 
subscription at the firm’s expense. 
Both will benefit by it. 





Max Brock, C.P.A. (N.Y., Pa.), 


is a former chairman of the Com- 


inittee on Administration of Ac- 
countants’ Practice of the New 
York State Society of Certified 


Public Accountants. He is a lecturer 
at The City College of New York 
in the graduate course on Account- 
ing Practice. Mr. Block is a member 
of the firm of Anchin, Block & 
Anchin. 
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Trade Magazines 
The procedure in this instance could 


be the same as for accounting maga- f 
zines. However, if very few men are } 


interested in a trade publication, say 
two or three men, one magazine might 
circulate in accordance with an at- 
tached routing slip. A routing slip 
form will later be discussed. 


Weekly Tax and Accounting 
Letters 


If a firm is willing to incur the ex- 
pense, as some do, to pay for part or 
all of the individual subscriptions, no 
problem is involved. However, where 
it is necessary to limit the expenditure, 
one news letter could circulate among 
up to 4 or 5 men, with a routing slip 
attached. 


Major Tax Service Reports 


The transmittal sheets may circulate 
among specified staff. Some editorial, 
rewrite, illustrative cases sections 
could also be circulated within limited 
circles. In this instance, too, the rout- 
ing slip must be attached. 


Books 

Occasionally a book is purchased 
and it is desired that certain men read 
it. In this instance the book is turned 
over to the staff man and the return 
date specified, if practical. A receipt, 
showing the return date, should be 
obtained and used for follow-up pur- 
poses. 


Routing Slip 
The routing slip is a control, time 
table form. It indicates who is to re- 
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Office and Staff Management : 


ceive the material, the order, and the 
timing. It should be a narrow slip and 
it can be stapled onto the inside of the 
first page of the material to reduce the 
possibility of detachment due to 
handling. 

Where two or three different tax 
newsletters are circulated, it is gen- 
erally desirable to vary the order of 
circulation. Thus, the man who is 
first on one might be second or third 
on another. Other variations from 
time to time may also be found de- 
sirable. 


The following is a simple form that 
may be used: 





Title bh 
Retention Limit 
Date 


Names Rec'd. | Passed 4 


| 


Disposition : File 
Destroy 


Other 














A supply of routing slips for each 
item in circulation should be prepared 
in advance. This will save time in 
starting the flow of the material and 
time is truly of the essence in these 
matters. Men should be informed 
just where to leave material for dis- 
tribution and they must understand 
that if they cannot deliver any item 


within a reasonable time limit that it 
must be mailed in. 

The disposition of the material 
should be a fixed part of the form and 
those who are charged with that re- 
sponsibility should have a control rec- 
ord whereby they are informed as to 
the issues that are outstanding. 


Partnership Financial Statements 

The May, 1955, issue of “Credit 
I-xecutive” contains a very interesting, 
short article by Benjamin Weintraub 
and Harris Levin, Esqs. on “The 
Partnership Entity”. It deals with the 
problem of loans by individual pro- 
prietors and partners which are con- 
verted into business capital and their 
legal status in the event of bankruptcy. 
It also touches on the rank of claims 
against partners individually and 
against the firm. Since accountants are 
frequently faced with the problem of 
the proper financial statement  treat- 
ment of proprietors’ and partners’ in- 
vestments, this lucid, well-written arti- 
cle will be helpful. 


Federal Income Tax Declarations 


The 1954 Code makes it more ur- 
gent than ever that there be a firm 
control over all declarations that are 
not “penalty-proof”. Since the pen- 
alty is applicable on the basis of each 
instalment period, the job of following 
up “under-declarations” is more diffi- 
cult than ever. It should be obvious 
that only in a rare case should a 
declaration not be penalty-proof. 
Where it requires follow-up, the me- 
chanics for accomplishing it must be 
well established. Tinally, the taxpayer 
must be given to understand what is 
involved, what may be required of 
him, and the additional accounting fee 
that may be incurred. 
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AMUEL S. REss 


Unemployment Insurance—Benefit Claims During Vacation Periods 


not be 
are: 


Claimants on vacation may 
entitled to benefits because they 
1. not totally unemployed, that is 
employment with the employer 
granting the vacation continues with 
pay during the vacation period or 
for the paid holidays ; and 
2. unavailable during the vaca- 
tion or holiday period. 


The New York State Advisory 
Council, consisting of employer, labor 
and public representatives “has issued 
a statement of policy to guide the In- 
dustrial Commissioner in determining 
under what circumstances the problem 
of rights to unemployment benefits 


during vacation and holiday periods 
can be decided. Industrial Commis- 
sioner Isador Lubin has announced 
that he has adopted the Advisory 


Council statement of policy. 

It is being reproduced in full because 
it discusses the problem succinctly and 
clearly. It should guide practitioners 
whose clients are troubled by the sta- 
tus and rights of employees who ap- 


ply for benefits during vacation 
periods. Payment of benefits at such 
times tend to affect adversely em- 


ployers’ tax rates. 





SAMUEL S. Ress has been an As- 
sociate Member of our Society since 
1936, and is also a member of the 
Bar. He has specialized in the pay- 
roll tax field since the inception of 
this type of legislation in 1936. 

Dr. Ress is a member of the 
Society’s Committee on New York 
State Taxation and Chairman of the 
Sub-Committee on Unemployment 
Insurance. 
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The statement of policy adopted on 
advice of the Advisory Council fol- 
lows: 

Section 591 of the Unemployment Insur- 
ance Law states in regard to eligibility for 
benefits : : 

“1. Unemployment. Benefits shall be 
payable only to a claimant who is totally 
unemployed and who is unable to engage 
in his usual employment or in any other 
for which he is reasonably fitted by train- 
ing and experience. 

“2. Availability and Capability. No 
benefits shall be payable to any claimant 
who is not capable of work or who is not 
ready, willing and able to work in his 
usual employment or in any other for 
which he is reasonably fitted by training 
and experience.” 


Section 522 defines total unemployment as 
follows: 

“*Total unemployment’ means the total 
lack of any employment on any day. The 
term ‘employment’ as used in this section 
means any employment, including that not 
defined in this article.” 


These sections of the law have been clari- 
fied and interpreted by the courts and the 
Appeal Board over the years, and a number 
of these leading decisions have involved va- 
cation pay. The policy of the Division of 
Employment must be based on those inter- 
pretations of the courts and the Appeal 
Board. 

It is important to note that in most cases 
where workers receive paid vacations, the 
vacation period is a temporary respite from 
work which is immediately preceded and 
immediately followed by full employment, 
and no question of any layoff is involved. 
In all of these cases, the worker is not eli- 
gible for benefits even if he should seek to 


obtain them, and the actual experience of 
the Division over the years is that  prac- 
tically none of the workers in such cases 


ever come to the local unemployment insur- 
ance offices to claim benefits. On the other 
hand, the court decisions have established 
the principle that if the so-called vacation 
— occurs within a period of economic 
layoff for lack of work, it is not a genuine 
vacation and benefits should be paid. 
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Payroll Tax 


The following is designed to distinguish 
between a period of paid vacation which is 
a temporary respite from work and a period 
of economic layoff for lack of work. 


Payments designated as vacation pay do 
not render a claimant ine eitile for benefits 
unless they are paid for a specified scheduled 
vacation period which is a temporary respite 
from work and which is preceded and to be 
sees od by at least a week of substantially 
full plant operations during which weeks the 
claimant is either fully employed or receives 
the available employment. If the plant in 
the week preceding and the week following 
is operating at less than full time (as may 
occur when a plant is closing down its opera- 
tions prior to a vacation shutdown or resum- 
ing its operations after a vacation shutdown), 
such operation may be regarded as meeting 
the criterion of substantially full plant 
operation. 

In some cases, however, persons, although 
they receive so-called “vacation pay”, are 
not on a vacation layoff but on a layoff for 
other reasons. Also, in some cases, persons, 
although there is a plant shutdown for vaca- 
tion purposes, are actually unemployed and 
seeking employment. In these cases, benefits 
may be payable. 
l’oluntary Unpaid Vacation 2 

An employee who voluntarily takes an un- 
paid vacation is, generally, not available for 
employment and not entitled to benefits. 


Plant Closing for Vacation Purposes 

with Union Consent 

If the plant closes with consent of a union, 
for vacation purposes only, no employees 
represented by the union are entitled to bene- 
fit—whether they are union members or 
not; whether they receive vacation pay or 
not; whether they are seeking temporary 
work during the vacation shutdown or not. 
All employees in the collective bargaining 
unit are bound by the union’s agreement artd 
are held to have withdrawn from the labor 
market for the period of the shutdown. 


Plant Closing Without Union Consent 
a. For Vacation Period Only 

If the scheduled layoff period does not 
exceed that length of time which is needed 
to liquidate the paid vacations received by 
a substantial number of the workers, claim- 
ants are employed and, therefore, not eligible 
for benefits on those’ days to which their 
vacation pay applies. They are totally un- 
employed and may, therefore, be eligible for 
benefits reg garding remaining days, if any, 
of the layoff for which they do not receive 
vacation pay. 


Illustrations: 
(1) A two weeks’ vacation period is sched- 
uled. Some of the workers receive two 


195 5 


Noles 


weeks’ vacation pay, others one week vaca- 
tion pay, and still others do not receive any 
vacation pay. 

The first group is not eligible for any 

unemployment benefits. The second group 
is not eligible for benefits for the first week 
of the layoff but may be eligible for the 
second week of the layoff. The third group 
may be eligible for benefits throughout the 
layoff. 
(2) A three weeks’ vacation period is 
scheduled and, although most workers are 
only entitled to vacation pay for two weeks 
or less, an appreciable number of workers 
receive three weeks vacation pay. 

The entire layoff is a vacation period and 
those receiving vacation pay are not eligible 
for benefits for the weeks or days which 
are covered by vacation pay but may be 
eligible for the remainder of the layoff 
period; thus, workers receiving two weeks 
vacation pay are not eligible for benefits 
during the first two weeks of the layoff but 
may be eligible for benefits for the last week. 


b. Full Layoff for Longer 

Period. 

If the scheduled layoff is at least one cal- 
endar week longer, before or after the vaca- 
tion period, than the length of time which 
is needed to liquidate paid vacations and 
there are no plant operations and no work 
performed during the entire layoff, all claim- 
ants may be eligible for benefits throughout 
the layoff. 


than Vacation 


Illustrations: 
A layoff of three calendar weeks is 
scheduled. No work is performed during 


these three weeks. None of the workers is 
entitled to vacation pay for more than two 
weeks. 

All claimants may be eligible for benefits 
regarding each of the three weeks, irrespec- 
tive of any “vacation pay” which they 
receive. 


c. Partial Layoff for Longer Than Vacation 

Period. 

If there is a vacation period and there are 
substantial plant operations in the calendar 
week before and in the calendar week after 
that period but a claimant’s layoff is longer 
than the vacation period, because work is not 
available for him, he is nevertheless ineligible 
for the days or weeks covered by his vaca- 
tion pay, provided he works for the employer 
in the week before and in the week after 
the vacation period. 
Illustrations: ' 
(1) A two weeks’ vacation period is 
scheduled. Plant operations cease Thursday 
night before that period and resume Tuesday 
morning after the vacation period. A claim- 
ant, because there is no work for him works 

(Continued on pgae 439) 
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UNITED STATES COURT OF APPEALS 


For THE SECOND CIRCUIT 


No. 174, October Term, 1954. 


\rgued May 3, 4, 1955 


Decided June 10, 1955 


Docket No. 23198 





C. I. T. FInancIAL CoRPoRATION, | 


Plaintiff-A p pellant, 


Vv. 


Patrick W. R. GLover, et al., | 


Defendants-. I ppellees. | 





k. 





Appeal from the United States Dis- 
trict Court for the Southern District 
of New York, SyLvester J. Ryan, 
Judge. 

Plaintiff, C. I. T. Financial Corpora- 
tion, appeals from the entry of judg- 
ment in favor of defendants on the 
verdict of a jury that defendants had 
not made false or misleading represen- 
tations as to the financial condition of 
plaintiff's debtor, the Manufacturers 
Trading Corporation, in their audits of 
the debtor’s books. Affirmed. 


Istpor J. KreseL, New York City 
(Kresel & Meyerson, Mel- 
bourne Bergerman, Eugene F. 
Back, and Homer Kripke, on 
the brief), for plaintift-appel- 
lant. 


WILLIAM Power MALoney, New 
York City (Mendes & Mount, 
John A. Garrity, Saul Levy, and 
dward L. Keefe, on the brief), 
for defendants-appellees. 


CLARK, Chief Judge. 


The plaintiff, Commercial Invest- 
ment Trust Financial Corporation 
(C.1.T.), sued the firm of Barrow, 
Wade, Guthrie & Co. (B.W.G.), cer- 


tified public accountants, to recover for 
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Before CLark, Chief Judge, Mrprna, 
Circuit Judge, and Dimock, District 
Judge. 


losses incurred by plaintiff through the 
bankruptcy of its debtor, Manufac- 
turers Trading Corporation (M.T.C.), 
in October, 1948. In the course of its 
lending business plaintiff had lent 
M.T.C. some $1,440,000 on October 
17, 1945, and had failed to call in its 
loan thereafter, in alleged reliance on 
defendants’ statements concerning the 
financial condition of M.T.C. The 
complaint stated five different causes 
of action, alleging negligence and gross 
negligence in pre-loan and_post-loan 
audits, and also charging, in a fifth 
count, concealment of prior errors in 
each subsequent audit. Plaintiff's ap- 
peal does not contest the propriety of 
Judge Ryan’s action in dismissing the 
first and fifth counts, but instead con- 
centrates its attack on the jury verdict 
for the defendants on the remaining 
counts. 

In response to special interroga- 
tories, the jury found that plaintiff 
had established defendants’ duty to it 
under the second and fourth counts 
relating to gross negligence, but not 
on the third count, which had charged 
ordinary negligence in the post-loan 
audits. On all three counts the jury 
further concluded that plaintiff had 
failed to prove defendants’ represen- 
tations false or misleading in any ma- 
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Official Decisions and Releases 


terial respect... It is this latter finding 
which resulted in the defendants’ ver- 
dict that the plaintiff particularly at- 
tacks on this appeal as erroneous in 
law and in fact. 

The contentions of the parties as to 
the facts can be briefly summarized as 
follows. Plaintiff claimed that defen- 
dants’ audits were fatally inadequate 
for failure to disclose overvaluation of 
M.T.C.’s leans to its debtors. Plain- 
tiff argued that defendants should have 
pointed out the necessity for larger re- 
serves due to the stagnancy of certain 
collateral, and due to its concentration 
in certain types of merchandise and in 
certain individual debtors, et 
Joseph Sachs, the brother of M.T.C. 
Alfred H. Sachs. This was 
the gist of the complaint, although 
reference was also made to alleged 
misclassification of particular items as 
accounts receivable, rather than as in- 
ventory loans. 

The defense relied on the special 
nature of M.T.C.’s business and on 
plaintiff’s knowledge of this. Defen- 
dants maintained that M.T.C. in its 
financial transactions had always relied 


preside nt, 


primarily on the borrower’s collateral, 
rather, than on his general financial 
condition. Accurate appraisal of the 
value of such collateral in the event of 
the debtor’s not infrequent insolvency 
and bankruptcy was always extremely 
difficult, and M.T.C.’s past income had 
resulted from Alfred H. Sachs’ pecu- 
liar genius in such valuation. Defen- 
dants claimed that they had never as- 
serted their own special competence to 
make such appraisals, but that they had 
inserted in their audit reports appro- 
priate disclaimers qualifying their gen- 
eral assertions about M.T.C.’s financial 
stability. I‘urther, they claimed that 
M.T.C.’s business was such that ac- 
countants had to rely to a great extent 
on management statements about the 
nature and the value of the collateral, 
and that, since the audit reports dis- 
closed this reliance, defendants were 
not liable for whatever factual errors 
might have occurred. In addition, the 
defense asserted the factual correct- 
ness of the audits as made and claimed 
that plaintiff’s inquiries of Sachs in 
response thereto showed adequate dis- 
closure of M.T.C.’s weaknesses. 


1The relevant interrogatories and replies were as follows: 
On the second cause of action the jury answered the first two questions. 


Question No. 1 





was, “Were the statements and certification issued for the’ period ending June 30, 1945 
made by the defendants with reason to believe that it would come to the notice of and would 
be relied upon by those with whom Manufacturers Trading Corporation and its subsidiaries 
would transact business or seek the granting of credit and the making of loans to Manu- 
facturers Trading Corporation and to its subsidiaries?” which the jury answered in the 
afirmative. To question No. 2, “Were the representations contained in the statement and 
certification for the period ending June 30, 1945 false or untrue in a material respect?” it 
answered “No.” 

With respect to the fourth cause of action, two questions were again considered. Ques- 
tion No. 1 was, “Were the statements and certifications of the audit reports of defendants 
for the period subsequent to June 30, 1945 made by defendants with reason to believe that 
they would come to the notice of and would be relied upno by those with whom Manufac- 
turers Trading Corporation or its subsidiary would transact business i in the granting of credit 
and the making of loans to Manufacturers Trading Corporation? Answer yes or no with 
respect to each period:” The jury answered “Yes” to each period, and answered “No” to 
each period in response to question No. 2, which read, “With regard to any period for which 
your answer to question No. 1 is in the aig itive, state whether the representations con- 
tained in the statement and certification for this period were false or untrue in a material 
respect, and if so, for which period.” 

The first two questions relating to the third cause of action were also unanimously 
decided. Question No. 1 was, “Did the defendants conduct the audits subsequent to June 30, 
1945 and make reports and representations and certifications therein with particular knowl- 
edge that they were to be submitted to and were made for the primary benefit of and were 
to be re lied upon by the plaintiff?” This the jury answered, “No on the basis of the ein- 
phasis on ‘primary.’ Nonetheless it went further and answered the second question, “Were 


the audits and reports subsequent to June 30, 1945 false and untrue in a material respect 
as result “of defendants’ negligence?” in the negative. 
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On all these points there was a sharp 
conflict of testimony. However we 
might ourselves have resolved this con- 
flict, we cannot say that the jury’s ver- 
dict was so clearly mistaken as to war- 
rant reversal unless some error of law 
was committed. 

In this connection the _ plaintiff 
strongly urges that the jury’s verdict 
must have been based on the defend- 
ants’ disclaimer, and that this issue 
should have been decided by the judge 
as a matter of law in plaintiff’s favor. 
ach audit report had a disclaimer in 
these or similar words: ‘While it was 
not within our province to pass upon 
or assume responsibility for the legal 
or equitable title to the commercial re- 
ceivables purchased by the companies 
or the valuation of any security thereto 
accepted and held by them, it was ap- 
parent from their books and _ records 
and by opinion of counsel, that their 
contractual and assignment forms are 
adequate for their legal protection in 
connection with the collection and liqui- 
dation of commercial receivables pur- 
chased.” Plaintiff asserts that, as a 
matter of law, this disclaimer was 
limited to denying responsibility for 
the valuation of collateral and that, as 
a matter of law, defendants’ responsi- 
bility for the valuation of receivables 
was unaffected by the disclaimer. But 
the jury could reasonably find that this 
dichotomy between face value and col- 
lateral was meaningless in the kind of 
transactions in which M.T.C. had been 
engaged, and that this fact had been 
adequately brought home to plaintiff, 
with the result that the disclaimer ap- 
plied to the valuation of both collateral 
and receivables. With a proper charge, 
as given, the meaning of the disclaimer 
was therefore correctly left to the jury. 

The plaintiff claims further that the 
instructions to the jury were erroneous 
in charging that in order to establish a 
duty to the plaintiff for ordinary negli- 
gence in preparation of the post-loan 
audits, the jury had to find that these 
reports had been made for the “pri- 
mary benefit” of the plaintiff. What- 
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ever the propriety of this charge. and 
we incline to think it was correct. see 
Ultramares Corp. v. Touche et al., 255 
N.Y. 170, 174 N.E. 441, 74 ALR. 
1139; O’Connor v. Ludlam, 2 Cir., 92 
F.2d 50, certiorari denied 302 U.S. 
758, it could not have affected the out- 
come of the case. It is true that the 
jury indicated that its finding of ab- 
sence of duty under count three, with 
which we are here concerned, was 
predicated on the emphasis on primary 
benefit. The jury went on, however, to 
find that defendants’ representations 
had not been negligently false or mis- 
leading, and this second finding alone 
bars recovery on this count. 

Finally, plaintiff complains of the 
prejudicial tactics of the counsel for 
defense during the trial. Plaintiff's ob- 
jection to the defendants’ insistence on 
a jury trial, as was concededly their 
right, is surely not meant to be taken 
seriously. Defense counsel did indulge 
in numerous minor undersirable ma- 
neuvers, including repeated leading 
questions and unwarranted interrup- 
tion of opposing cross-examination 
with argumentative statements. All this 
was properly censured and excluded by 
the trial judge. Of greater concern is 
the summation of the defense counsel, 
wherein he analogized this lawsuit and 
its antecedents to the fable of Little 
Red Riding Hood, with uncomplimen- 
tary characterizations of C.I.T. and 
M.T.C. personnel and of opposing 
counsel. We might properly have 
ordered a new trial for this unwar- 
ranted and injudicious behavior, even 
though a complicated trial of long 
duration was at stake, were it not for 
the countervailing fact that Judge Ryan 
took exceptional pains to preserve 
plaintiff's rights and interests at all 
stages in the litigation. The judge re- 
peatedly curbed defense counsel even 
before counsel for the plaintiff had ob- 
jected to what was going on, and this 
direct intervention must surely have 
offset much, if not all, of the deleteri- 
ous effect of the defense tactics in the 
minds of the jury. Furthermore, and 
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of even greater importance, Judge 
Ryan’s charge to the jury was out- 
standingly careful and complete and 
dispassionately presented to the jury 
all the important contentions of both 
sides. On this record, viewed as a 
whole, we do not think that reversal is 
justified. 

Plaintiff argues vigorously the im- 
portance of this case in holding ac- 
countants to strict liability for their 


audits, and, in effect, for increasing 
that liability. But we do not. believe 
we should attempt to go beyond the 
standards of the market place, as re- 
flected in current judicial decisions. So 
when, after a fair and carefully con- 
ducted trial under existing law, a jury 
has found for the defendants, the func- 
tion of the courts should be considered 
fulfilled. 


Judgment affirmed. 





Tax Aspects of Exempt Organizations 
(Continued from page 410) 


implications. Even where income 
yielding properties, or businesses, are 
received through gift, legacy or be- 
quest, reference must be made to the 
Revenue Code for possible tax liability. 


The provisions imposing tax liability 
on charities are relatively new. It re- 
mains to be seen how effective they 
will be in curbing the abuses which led 
to them. 





Payroll Tax Notes 


(Continued from page 435) 


only on the Monday of the week before the 
vacation period and on the Friday of the 
week following the vacation period and his 
pay for the single day’s work in each of 
those weeks is not more than $36. He re- 
ceives two weeks vacation pay. 

The claimant may apply for partial bene- 
fits for each of the weeks before and after 
the vacation period because he has less than 
four days employment in each of those 
weeks and does not earn more than $36. 
Regarding the weeks falling within the 
vacation period, he is not totally unemployed 
and, therefore, not eligible since his vaca- 
tion pay covers these two weeks. 

The other employees may not claim par- 
tial benefits for the week ‘before or the 
week after the vacation period because they 
have four days’ employment in each week. 


(2) The facts of the foregoing illustration 
apply except that the claimant works only 
in the week before or in the week after the 
vacation period. 

The claimant is unemployed for all days 
on which he does not work, including the 
days during the vacation period although he 
receives vacation pay. He may, therefore, 
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be eligible for benefits during his entire 
layoff. 


(3) A three weeks’ layoff period is sched- 
uled during which the plant does not operate. 
The workers receive vacation pay for two 
weeks. Some workers perform repair and 
similar work during the last two days of the 
three weeks’ layoff. 

All workers may be eligible for benefits 
throughout the entire layoff period since 
there is no substantial plant operation during 
the week which follows the vacation period. 
The workers who do repair work are un- 
employed only 5 of the 7 days in the third 
week, however, so for that week ‘they. may 
claim only partial benefits. 


(4) The facts of the foregoing illustration 
apply except that one department of the 
employer’s plant operates immediately before 
and immediately after the two weeks’ vaca- 
tion period. 

Since there is a substantial plant operation, 
the workers who perform repair work, al- 
though in a different department, would not 
be eligible for benefits during the period 
covered by vacation pay. 
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The Indian sang his 
death song 


] () YEARS AGO, during a frontier skir- 

mish, an Indian brave. singing his 
own death song. charged down on a young 
officer. Lieutenant George Crook, 4th Infan- 
try, coolly fell to one knee, carefully aimed, 
and dropped the brave in his tracks. 

It was not Crook’s first Indian, nor his last. By 
the time he made general, Crook was the great- 
est Indian-fighter thiscountry has ever had. 

Yet. he was also one of the best friends the 
Indians have ever had. For he understood 
them well, dealt fairly and firmly, and always 
kept his promises. 

When Crook died, Indians wept. And a 
Sioux chief named Red Cloud said: “He never 
lied to us. His words gave the people hope.” 

No nation can ever have enough men like 
George Crook. But America had, and still 
has, a lot of them. That’s important to re- 
member. Because it is a wealth of human 
character rather than a wealth of money that 
gives America its real worth. Just as it is the 
Americans, all 160 million of them, standing 
behind our country’s Savings Bonds. who 
make these Bonds one of the world’s finest 
investments, 

For your sake—and America’s—why not 
take advantage of this fact? Invest in—and 
hold—United States Savings Bonds. 


It’s actually easy to save money —when 
buy United States Series E Savings Bont 
through the automatic Payroll Savings 
where you work! You just sign an appli 
at your pay office: after that your saving 
done for you. And the Bonds you receive 
pay you interest at the rate of 3% per year, 
pounded semiannually, for as long as 19 ye 
and 8 months if you wish! Sign up today! 0 
if you’re self-employed, invest in Bonds 
larly where you bank. There’s no surer pia 
to put your money, for United States Savi 
Bonds are as safe as America! 


Safe as America — US. Savings Bonds 


The U.S. Government does not pay for this advertisement. It is donated by this publication in cooperation with the 
Advertising Council and the Magazine Publishers of America. 


When writing to advertiser hindly mention THE NEW YORK CERTIFIED PUBLIC ACCOUNTANT 
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